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Unirep Sratres Senate, 
CoMMITTEE ON INTERIOR AND INSULAR AFFAIRS, 
CoMMITTEE ON PusLic Works, 
May 14, 1957. 
Supplemental memorandum. 
To: Members of Committees on Interior and Insular Affairs, and 
Public Works. 

Under dates of January 4, 1957, January 24, 1957, and February 13, 
1957, we forwarded to you committee prints of comments and recom- 
mendations, certain studies, and the report of a staff conference. On 
the basis of those consultations and studies, a joint report has been 
prepared pursuant to Senate Resolution 281, 84th Congress, a copy of 
which is transmitted to you herewith. 

Senate Resolution 281, 84th Congress, agreed to by the Senate on 
the recommendation of our committees, states the sense of the Senate 
that the Congress will continue to exercise its constitutional respon- 
sibility for the land and water resource program, and will encourage 
effective progress in full development and conservation of land and 
water resources. Pursuant to Senate Resolution 281, the attached 
report outlines the initial measures needed to implement the stated 
purpose of the Senate. 

In order to give effect to the findings in the attached report, we are 
introducing a resolution that will approve the findings. A copy of the 
resolution we will introduce is attached. In addition to giving effect 
to the findings of the joint report, the resolution will request coopera- 
tion of the agencies of the executive branch in making needed improve- 
ments in the procedures for consideration by the Senate of projects 
proposed for authorization. 

These improvements have three purposes. The first purpose is to 
provide to our committees adequate information relative to project 
benefits, costs, allocations, utilizations, and related facts, as enu- 
merated in section III of the attached report. The second purpose of 
the procedural improvements is to expedite delivery to the Congress 
of the project reports without curtailing the time needed for adequate 
technical work in their preparation, and without curtailing the time 
afforded by law for receipt of the comments of the Fede ral agencies 
and the affected States. The third purpose of the improvements is 
to provide for determination by the Congress of the method of alloca- 
tion of project costs which, in some cases, may materially affect the 
character of the services provided by projects, particularly with respect 
to electric power generation. 

The C omptroller General, the Bureau of the Budget, and a number 
of non-Federal representatives have proposed that legislation should 
establish the policies and criteria for evaluation of projects and for 
determination of cost allocations and electric power rates and like 
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matters. Consideration of general legislation should be based on 
experience with the specific project analyses that will be provided 
through the procedural improvements herein outlined. For that 
reason, the attached resolution is recommended in order to secure the 
needed factual information relative to proposed projects. 

These proposals will, we are confident, materially improve the means 
available to our committees for selecting meritorious projects, and for 
recommending authorizing legislation that will achieve the purposes 
intended by the Congress. The proposed improvements relate to 
procedures of the Senate, and they do not impinge on the responsibil- 
ities of the executive branch. 


JAMES EK. Murray, 
Chairman, Committee on Interior and Insular Affairs. 
Dennis CHAVEZ, 
Chairman, Committee on Public Works. 








TEXT OF PROPOSED SENATE RESOLUTION 
S. Regs. 


Whereas the sense of the Senate, stated in Senate Resolution 281, 
84th Congress, is that the Congress will continue to exercise its con- 
stitutional powers to encourage the comprehensive conservation, 
development, and utilization of the land and water resources of the 
Nation, and that reports to the Congress in support of authorization 
of such projects should (a) include evaluations made in accordance 
with criteria prescribed by the Congress, and (b) fully disclose the 
results of studies and anlyses of the potential utilizations, costs, 
allocations, payout, and benefits, both direct and indirect; and 

Whereas pursuant to said Senate Resolution 281, the Committee 
on Interior and Insular Affairs and the Committee on Public Works 
jointly have reported to the Senate that, in order to evaluate proj- 
ects proposed for authorization, certain information is needed in 
addition to that regularly submitted by the executive branch in sup- 
port of proposed projects, such information being related to selec- 
tion of plans of development, costs, benefits, reimbursements or con- 
tributions required of local interests; and 

Whereas such information is needed also for consideration by the 
Senate in connection with legislation to establish policies and criteria 
regarding allocations of project costs, and for evaluations of project 
benefits, which policies and criteria the Comptroller General of the 
United States, the Bureau of the Budget, and the Secretary of the 
Army have recommended should be established by the Congress; and 

Whereas the program for conservation, development, and utiliza- 
tion of the land and water resources of the Nation is impaired by 
delay in the delivery to the Congress of reports on projects proposed 
for authorization: Now, therefore, be it 

Resolved, That it is the sense of the Senate that procedures for eval- 
uation of land and water resource projects are be improved, and 
that the agencies of the executive branch of the Government responsi- 
ble for the preparation of reports relative to the authorization of land 
and water resource projects be, and are hereby, requested to furnish, 
in connection with such reports, the following information in addition 
to the data now presented in support of project authorizations: 

Information relative to alternative plans for the water resource 
projects that may reasonably be considered physically feasible of con- 
struction consistently with the advice of the Department of the Army, 
or the Department of the Interior, or the Department of Agriculture. 
With respect to each potential project, in addition to a description of 
the project, the information should include, but not be limited to— 

(1) Estimated costs of construction, operation, maintenance, and 
replacement. 

(2) Benefit-cost ratio calculated from direct tangible benefits and 
costs. 
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(3) Description and, to the extent possible, computation of indirect 
and intangible net benefits including but not limited to (a) protection 
of life and property; (b) improvement of transportation; (c) conserva- 
tion of water, soil, and forest resources; (d) wildlife conservation ; 
(e) recreation; (f) abatement of pollution, including salinity; (g) con- 
trol of sedimentation; (h) maintenance and enhancement of the 
agricultural, commercial, and industrial economy of the area affected. 

(4) Physical feasibility and costs of providing capacity in the 
project works for current needs and future uses that may reasonably 

e anticipated to develop during the useful life of such project works. 

(5) Allocations of costs, to be calculated (a) by at least 3 methods, 
namely, the separable costs-remaining benefits method, the priority 
of use method, and the incremental cost method; and (b) on at least 
2 time periods for amortization, namely, 50 years or the useful life of 
the facilities, whichever is the lesser, and 100 years or the useful life 
of the facilities, whichever is the lesser. 

(6) Description of the extent to which the Federal, State, and local 
governmental agencies, and nongovernmental entities have evidenced 
interest in participating in the construction or operation and mainte- 
nance of the potential project, or in obtaining its benefits, including, 
in the case of electric energy, information relative to the preference 
status of governmental agencies, municipalities, and cooperatives; and 
the manner in which it is proposed to accomplish coordination 
and cooperation, and the estimated Federal costs of such participation. 

(7) Estimated schedules of repayments of reimbursable costs that 
would be within the estimated financial resources of the potential use 
area, such schedules to show also the deferred repayment of the 
portion of the costs allocated to uses that may be anticipated to 
develop in the future. 

(8) Probable effects of the potential project on State and local 
governments, including, but not limited to (a) the costs of local 
government services; and (b) the enhancement or reduction of tax 
revenues, together with the amount of potential tax revenue that 
would be foregone by Federal development in lieu of non-Federal 
development of the project. The estimated amounts of tax revenue 
enhancement and tax revenue foregone as a result of the project should 
be shown in calculations of project benefits and costs. 

(9) In support of proposed increases in the authorizations of 
appropriations for continuation of the construction of basinwide 
projects, proposed schedules of investigations and construction should 
be supplied, including descriptions of the units to be undertaken, and 
deviations in schedules of construction supplied in support of prior 
authorizations. 

Sec. 2. That reports on surveys and investigations or project 
reports relative to the authorization of land and water resource 
projects should be delivered to the Congress not later than’ six cal- 
endar months after the date on which such reports are circulated to 
the Federal agencies and to the affected States pursuant to section 1 
of the Act of December 22, 1944 (59 Stat. 887). The agencies of the 
executive branch responsible for preparation of such project reports 
be, and are hereby, requested to deliver to the Congress such reports 
not later than six months after they have been submitted for com- 
ments to the governors of the affected States. 

Seci'3. That authorizations of water resource projects should 
specify the method by which the allocation of costs shall be determined. 





| 
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CONSERVATION AND DEVELOPMENT OF LAND AND 
WATER RESOURCES 


Joint report of the Committee on Interior and Insular Affairs and the 
Committee on Public Works pursuant to Senate Resolution 281, 
84th Congress. 


I. Improvep AUTHORIZATION PRocEeDURES NEEDED 


Senate Resolution 281, 84th Congress, states the sense of the 
Senate that the Congress will continue to exercise its constitutional 
responsibility for the national land and water resources program. A 
necessary action at this time is to provide the criteria and standards 
for the authorization of water resources projects. This action is 
necessary because, in the absence of such standards and criteria, there 
is a tendency for congressional consideration and action to be limited 
to the proposals of the executive branch. In recognition of this need, 
Senate Resolution 281 directed the Committee on Interior and Insular 
Affairs and the Committee on Public Works jointly to recommend 
standards and criteria for authorization of projects. 

The Congress has, in general, established policies and criteria for 
the land and water resources program through enactment of specific 
authorizations. In this manner, modifications and extensions of 
policy have been evolved by the Congress to meet changing conditions 
and needs. Possibly, the increased magnitude and technical com- 
plexity of the land and water resources program might warrant 
congressional reexamination or more explicit statement of criteria and 
requirements. Whenever such reexamination or restatement appears 
to be needed, it is a proper function of the executive branch so to 
recommend to the Congress. Regrettably, this course has not been 
pursued. Instead, the executive branch apparently has instituted 
changes without congressional approval, and sometimes apparently 
without informing the Congress that such changes are made. 

Project proposals and the supporting justifications that now are 
submitted for the consideration of the Congress are prepared by the 
agencies of the executive branch in accordance with the standards 
established in the Bureau of the Budget Circular A-47. This execu- 
tive direction, promulgated in 1952 without referral to the Congress, 
undertook to define and delimit the water resource program. In the 
application of circular A-47, elaborations and modifications were 
incorporated in circular A—47, revised. Some or all of this revision 
seems to have been adopted by the executive agencies, although 
circular A-47, revised, has not been formally promulgated. . The 
texts of circular A-47 and A-47, revised, are attached as exhibit 3. 

In 1953, the President established a Cabinet-level Advisory Com- 
mittee on Water Resources Policy, and that committee’s report and 
recommendations were transmitted to the Congress in December 1956. 
The President stated that he would submit legislative proposals to 
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accomplish the purposes recommended by the committee, but such 
proposals have not been received. 

On a number of occasions, the attention of the Senate and of the 
House of Representatives has been given to the tendency for the 
Congress to lose, in part, its responsibility for determining the land 
and water resources program. ‘Two principal causes of this tendency 
have been pointed out. The first of these is that, in the absence of 
explicit congressional statement of its requirements, executive defini- 
tion and delimitation of the program have restricted the proposed 
projects that are before the Congress for authorization. The second 
cause of the tendency for the Congress to lose direction of the program 
is that, in many cases, reports on potential projects are not available 
for congressional action until after they have been subjected to ex- 
tensive and lengthy clearances within the executive branch. This 
situation led to agreement of the Senate to Senate Resolution 281, 
84th Congress. 

Pursuant thereto, the Committee on Interior and Insular Affairs 
and the Committee on Public Works jointly recommend improvements 
in procedures for authorization of land and water resource projects. 
The improvements are for the purpose of evaluating the proposed 
projects in accordance with criteria prescribed by the Congress, and 
for disclosing fully the potential utilizations, costs, allocations, bene- 
fits, and other economic factors. The improvements in procedure are 
for the purpose also of expediting delivery to the Congress of project 
reports. The need for these recommendziions has been disclosed by 
a review of present procedures made ra consultation with the executive 
branch and with State and local interests. That review reveals in- 
adequacies in present procedures, particularly in connection with 
project economics and requirements for cost sharing. Provision for 
comprehensive resource conservation and utilization also are inade- 
quate. 

A further need for these recommended improvements in authoriza- 
tion procedures has recently been emphatically demonstrated in the 
joint hearings on the operation of wate: and power projects in the 
upper Missouri River Basin. These hearings disclosed that a serious 
situation exists because of the inadequacy of the information available 
to the Congress at the time of project authorization. There now is 
confusion and uncertainty as to the operating and financial policies 
governing this great project. There appears to be lack of a common 
basis for the Bureau of Reclamation and the Corps of Engineers al- 
though close coordination of their work is essential. As a result, the 
people of the seven States lying within the basin, as well as the affected 
downstream States, are subjected to major hazards to their economy 
and way of life. | 

The lack of adequate coordination of the Bureau of Reclamation 
and the Corps of Engineers in the Missouri River Basin project was 
most acute on two matters of prime importance to the seg of the 
area. These are (a) the operation of main-stem reservoirs with par- 
ticular reference to power generation and navigation, and (b) the 
schedules of rates and service policies relating to distribution of elec- 
tric power to municipalities and rural electric cooperatives. The 
Comptroller General of the United States, in his latest audit report 
on the Missouri River Basin development program, points to the 
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absence of legislative policies or criteria for the establishment of rates 
for commercial power. The Comptroller General recommends: 

Accordingly, we recommend that the Congress provide policies and criteria to 
be applied for making allocations of construction costs of multiple-purpose proj- 
ects, the results of which serve as a basis for establishing rates for commercial 
power. 

Procedures recommended herein relate to the consideration by the 
Senate of land and water resource projects. These recommendations 
do not deal with actions within the executive branch. Establishment 
of standards for use in surveys and investigations is a proper function 
of the executive branch. Promulgation of the Bureau of the Budget 
Circular A-47 appears to be directed toward a proper exercise of 
executive authority. Circular A-47 has, in fact, become a useful 
manual of planning procedure, and it resulted in the orderly and uni- 
form presentation of project reports. However, the present procedure 
of presenting to the Congress information on proposed projects only 
as specified by Circular A-47, and certain informal modifications of it, 
is an improper limitation on the Congress. 


Il. Restriction oF CONGRESSIONAL CONSIDERATION 


The present procedure for presenting projects impairs congressional 
consideration of desirable developments, and thus it tends to curtail 
full resource conservation and utilization. This is illustrated by 
testimony that, under strict interpretation of circular A—-47, no reclama- 
tion projects would qualify for authorization. Although this state- 
ment may be an extreme example of the effects of circular A—47, it 
is illustrative of the manner in which the present procedure tends to 
eliminate worthwhile water resource developments. Obviously, the 
Senate cannot limit its consideration by criteria that exclude a major 
segment of the water resource program. 

Project reports prepared in accordance with circular A-47 and its 
elaborations tend to exclude desirable water resource projects for the 
following principal reasons: 

1. Circular A-47 does not give adequate recognition to indirect 
and intangible benefits. In addition to direct monetary benefits, 
evaluation must take into account the general benefits to an area, and 
also the intangible and social values of a project. Among the most 
significant effects of irrigation, as an example, is the development of 
homes and communities. Recognition of such widespread intangible 
benefits was recommended by the Missouri Basin Survey Commission 
composed of distinguished congressional and nongovernmental leader- 
ship. It is in accord also with the statement of the Bureau of the 
Budget in response to Senate Resolution 281: 

It is our view that project reports in support of authorization of water resources 
projects should be required to show a comparision of benefits and costs, and that 
as a general principle, the identifiable benefits, estimated on a sound basis, should 
exceed the costs of the project. This general principle should apply to all types 
of water resources projects. However, current evaluation concepts place too much 
emphasis upon the benefit-cost ratio as a basis for project justification, to the 
exclusion of other equally important considerations involving broad social values, 
Consequently, we believe that evaluation policies and procedures should be 
devised to insure that all factors relating to the evaluation of a project are fully 


disclosed, thereby providing a sound basis for congressional exercise of the judg- 
ment which is necessary in the selection of these public undertakings. 
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2. Circular A-47 unrealistically restricts determination of project 
benefits. One major cause of this is the 50-year limitation on calcu- 
Jation of the period during which project benefits accrue. There may 
be justification for using such time periods in determining the payout 
period for reimbursement, or in setting the depreciation schedules. 
However, in calculating project benefits, there is, in most cases, no 
reason for the 50-year limitation. Experience, notably in the case of 
urigation projects, demonstrates that, with rare exceptions, project 
benefits accrue over a far longer period than 50 years. 

3. The enhancement of tax revenues resulting from water resource 
projects should be recognized along with taxes foregone. Although 
the reports of the executive agencies under present procedures account 
“taxes foregone” as a project cost, tax enhancement is not included in 
those evaluations. 

4. The method of allocation of project costs in a number of cases 
does not seem to be appropriate to the particular circumstances of 
the project. Extensive testimony by Government and nonGovern- 
ment experts, together with the studies reported in Committee Print 
No. 2, demonstrate the effects of alternative methods of cost alloca- 
tions. In some cases, allocations by the separable costs-remaining 
benefits method limits or eliminates certain functions or features of 
multiple-purpose projects that are feasible according to other tech- 
nically valid methods of cost allocation. 

5. Congressional enactments over many years are not reflected in 
the provisions of circular A—47 relative to reimbursability. Existing 
law relative to sharing of project costs has been formulated by Con- 
gress over more than half a century. It represents a thoroughly 
tested standard of equitable distribution of financial costs between the 
general public and the particular beneficiaries. In the relatively few 
cases where, for special reasons, general provisions of law are inequi- 
table or unduly burdensome, the Congress is always prepared to make 
special adjustments for individual cases. 

The general reimbursement or local contribution requirements of 
existing law are a known factor in the economy of areas affected by 
water resource projects. Irrigation repayment requirements, for ex- 
ample, are an established factor in the farm operation and price struc- 
ture. Similarly, inland waterway barging tariff schedules, which are 
a cost item taken into account in widespread commercial transactions, 
are based on existing free use of domestic waterways. Any significant 
changes in the established reimbursement requirements of these and 
the many other services provided by Federal water projects would 
have extensive disruptive economic consequences far outweighing the 
relatively small increase in revenues. 

The basin account method of providing for assistance to irrigation 
from surplus power revenues has been established with congressional 
sanction in three major river basins, and for limited areas in other 
specific cases. It is an equitable apportionment of power aid without 
limitation because of particular location of the advantageous construc- 
tion sites for the large power generation plants. 

6. Circular A-47 runs directly counter to practical experience and 
sound planning objectives for unified development of all related 
resources of an area. The A-47 requirement that specific functions 
or separable features be individually and separately justified defeats 
integrated multiple-purpose basin programs and abandons desirable 
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developments that may have significant nonmonetary value to the 
community or the area. 

Water-resource projects must be designed to provide flood control 
and to serve domestic and municipal water requirements, agricultural 
needs including irrigation, hydroelectric power generation, navigation, 
recreation, wildlife conservation, pollution abatement, and stream 
sanitation, including salinity control. The adequacy of water sup- 
plies to fulfill these requirements depends both on provident use 
practices and on major development projects to adjust the uneven 
distribution of water occurrence. Along with the limited supply of 
water is limited availability of sites phy: ‘sically suitable for construc- 
tion of water-resource projects. Good dam sites are relatively rare, 
and each one is virtually irreplaceable. Once a dam site is pre- 
empted by a partial development, many of its potential functions 
may be permanently destroyed. 

7. Circular A-47, likewise, fails to provide for comprehensive 
resource conservation and development through projects that consist 
of several stages. Experience has demonstrated the necessity of 
safeguarding development of the resources of an area that often 
progresses through successive stages as economic conditions justify. 
In order to assure the economic justification of deferred stages, it 
often is necessary to make a unified economic analysis of the entire 
Federal project, including the earlier stages. This principle is analo- 
gous in economic analysis to the basin-account principle in project 
finances. It is applicable, moreover, to a set of related water resources 
whether the area affected is an entire major river basin or some smaller, 
interrelated unit. 


Ill. ApprrroNat INFORMATION REQUIRED 


Senate Resolution 281, 84th Congress, directs the Committees on 
Interior and Insular Affairs and on Public Works to recommend to 
the Senate authorization of water-resource projects on the basis of 
evaluations in accordance with criteria prescribed by the Congress, 
and with full disclosure regarding all potential utilizations, costs, 
allocations, payout, and benefits, both direct and indirect. As is 
set forth hereinbefore, the information now received by the com- 
mittees of the Senate is insufficient for the required evaluations. In 
order to enable the committees to make the proper evaluations, the 
following information is needed to supplement that now being pre- 
sented in support of project authorizations: 

Information relative to alternative plans for the land- and water- 
resource projects that may reasonably be considered physically feasible 
of construction consistently with the advice of the Department of 
the Army, or the Department of the Interior, or the Department of 
Agriculture. For each potential project, in addition to a description 
of the project, the information should include, but not be limited to— 

1. Estimated costs of construction, operation, maintenance, and 
replacement. 

Benefit-cost ratio calculated from direct tangible benefits and 
costs. 

3. Description and, to the extent possible, computation of indirect 
and intangible net benefits, including, but not limited to— 

(a) protection of life and property ; 
(6) improvement of transportation ; 





CONSERVATION AND DEVELOPMENT OF WATER RESOURCES 





(c) conservation of water, soil, and forest resources; 

(d) wildlife conservation ; 

(e) recreation; 

(f) abatement of pollution, including salinity ; 

(yg) control of sedimentation ; and 

(kh) maintenance and enhancement of the agricultural, com- 
mercial, and industrial economy of the area affected. 

4. Physical feasibility and costs of providing capacity in the project 
works for current needs and future uses that may reasonably be antici- 
pated to develop during the useful life of such project works, with 
computation of such future needs to include, but not to be limited to, 
flood control, irrigation, domestic and municipal water supplies, 
electric-power generation, navigation, recreation, wildlife conser- 
vation, and maintenance of low-water flows, all such uses to be in 
conformity with the major purposes of the project and with existing 
State laws. 

5. Allocations of costs which, in the case of multiple-purpose pro:- 
ects, should be calculated (A) by at least 3 methods; namely, the 
separable costs-remaining benefits method, priority-of-use method, 
and the incremental-cost method; and (B) on at least 2 time periods 
for amortization; namely, 50 years or the useful life of the facilities , 
whichever is the lesser, and 100 years or the useful life of the facilities, 
whichever is the lesser. 

6. Description of the extent to which the Federal, State, and local 
governmental agencies and nongovernmental entities have evidenced 
interest in participating in the construction or operation and main- 
tenance of the potential project, or in obtaining its benefits, including, 
in the case of electric energy, information relative to the preference 
status of governmental agencies, municipalities, and cooperatives; 
and the manner in which it is proposed to accomplish coordina- 
tion and cooperation, and the Federal costs of such participation. 

7. Estimated schedules of repayments of reimbursable costs that 
would be within the estimated financial resources of the potential-use 
area, such schedules to show also the deferred repayment of the 
portion of the costs allocated to uses that may be anticipated to 
develop in the future. 

8. Probable effects of the potential project on State and local govern- 
ments, including, but not limited to (A) the costs of local-government 
services, and (B) the enhancement or reduction of tax revenues, to- 

ether with the amount of potential tax revenue that would be forgone 
. Federal development in lieu of non-Federal development of the 
ara The estimated amounts of tax-revenue enchancement and 
tax revenue forgone as a result of the project should be shown in 
calculations of project benefits and costs. 

9. In support of proposed increases in the authorizations of appro- 
priations for continuation of construction of basinwide projects, 
proposed schedules of investigations and construction should be sup- 
plied, including descriptions of the units to be undertaken, and devi- 
ations in schedules of construction supplied in support of prior author- 
izations. 

It has been brought to the attention of the committees that recent 
proposals for authorization of projects have varied in substantial 
degree with respect to the rate of interest to be returned to the Treas- 
ury on the reimbursable allocations to power and municipal water 
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supply. In order for the committees to be fully informed on this 
matter, any case where the interest rate is proposed to be other than the 
average cost for interest on the long-term, interest-bearing obligations 
of the United States, there should be analysis of the effects of such 
proposed rate on the feasibility of the project. 

The information herein outlined will enable the Committee on 
Interior and Insular Affairs and the Committee on Public Works in 
their consideration of proposed projects to select projects, and to pro- 
vide in the authorizing legislation for terms and conditions that 
conform with congressional policies. ‘This selection can be made by 
the committees through established committee procedure for the 
individual examination of proposed projects in the light of full infor- 
mation on al] significant matters. 


IV. Detivery or Reports To CONGRESS 


In order to provide for suitable progress of the program for the 
conservation and development of the Nation’s water resources, reports 
on potential projects should be available with reasonable expedition 
for congressional consideration and action. In a number of cases, 
however, the delivery to the Congress of project reports apparently 
is unduly delayed. The improvement desired is with respect to the 
time lapse between completion of the project reports and their delivery 
to the Congress. This should not interfere with schedules of the 
technicians, or limit them as to the time required to perform survey 
and investigation work according to the high technical standards 
now established. Moreover, in expediting delivery of reports to the 
Congress, there should be no curtailment of the time provided for the 
comments of the several Federal agencies and the affected States, in 
accordance with provisions of existing law (act of December 22, 1944, 
58 Stat. 887). 

This improvement can be achieved by delivering the project reports 
to Congress not later than 6 months after the reports are sent to the 
States and the Federal agencies for comment. The States, under 
existing law, are afforded 3 months during which to submit their 
comments to the sponsoring Federal agency. The proposed schedule 
would afford the additional 3 months to the sponsoring Federal 
agency in which to adjust the reports in consideration of the com- 
ments received. 

The proposed procedure would provide 6 months for review and 
recommendation by the Bureau of the Budget. This would be 
achieved by the sponsoring agency forwarding the project report to 
the Bureau of the Budget at the same time that it is forwarded to the 
States. It is believed that this 6 months period should generally be 
adequate for formulation of comments and recommendations by the 
Bureau of the Budget. If, however, for reasons not foreseeable, the 
comments and recommendations of the Bureau of the Budget are not 
available at the time that the reports are delivered to the Congress, 
there always is opportunity to receive them during the congressional 
hearings on the proposed authorization. 


ee eee eas 
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V. COLLABORATION IN PLANNING 


The sense of the Senate, stated in Senate Resolution 281, 84th Con- 
gress, disapproves increase in the number of layers in the review,and 
clearance of project reports, as follows: 

Sec. 3. That the number of Federal agencies, offices, and organizations having 
to do with the planning and review of projects for the conservation and develop- 
ment of land and water resources should be reduced, rather than increased, and 
that technical and administrative routing and review procedures should be sim- 
plified and shortened in order to facilitate and to accelerate the submittal of 
reports to the Congress in support of requests for the authorization of projects. 


That statement of the position of the Senate is affirmed by this 
report. There is no justification for additional layers of clearance by 
creation of more coordinating and reviewing officials in the Executive 
Office of the President. This proposal, most recently advanced by the 
President’s Advisory Committee on Water Resources Policy, would 
become an additional mechanism for withholding from the Congress 
the findings and the data of the planning technicians in the executive 
agencies. 

There is need, however, for increased participation in the planning 

rocess by State and local officials. These representatives of the 
interests most directly affected by water resource process should be 
more fully involved in formulation of the projects that are presented 
to the Congress for authorization. State and local government repre- 
sentatives should participate in the planning process from the incep- 
tion of the project on through the surveys and investigations until 
the final selection and justification of the proposal that is presented 
for authorization by the Congress. In like manner, there is need 
for similar continuous participation by those Federal agencies that 
are responsible for functions associated with the primary project 
purposes. Notably, wildlife conservation and recreation planning 
technicians should take part in the planning work from the early 
stages. This early and continuing collaboration has three advantages: 
(a) it assures full consideration of the diverse interests affected by the 
proposed project; (6) it reduces the need for inefficient revisions in 
plans due to omission of significant functions; (c) it speeds up com- 
pletion of the plan by reducing the review and revision requirements. 

There seems already to be adequate opportunity for participation 
in planning by State and local officials and representatives of other 
Federal agencies. Provision already is made by the executive agen- 
cies for public hearings to secure expression of the views of local in- 
terests prior to start of a project investigation. Memorandums of 
understanding provide for technical collaboration and consultation a- 
mong the Federal agencies and with the State agencies. These arrange- 
ments seem appropriate to assure participation of the several interests 
throughout the process of planning water resource projects. There 
are networks of interagency and regional or basin committees now 
established to provide interchange of information and views among 
the various Federal and State officials concerned in broader area or 
policy problems. Furthermore, by statute, the executive branch is 
required to submit planning reports on water resource projects for 
review and comment by the governors of the affected States prior to 
their transmittal to the Congress. Finally, the Congress itself by 
public hearings and otherwise provides for full consideration of the 
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views of all interests concerned, with particular attention to represent- 
atives of the States and other non-Federal interests. 

The mechanism seems to be adequate to secure widespread partici- 
pation in planning water resource projects; the problems seem to be in 
implementing it. There is wide variation in the degree to which the 
several States and Federal agencies actually take advantage of the 
opportunities to participate. In general, those States that are 
equipped with technical personnel are active and effective partici- 
pants, and the same is largely true of the Federal agencies. Within 
recent years, the Federal agencies concerned with the associated func- 
tions, such as wildlife conservation and recreation, have improved 
significantly in the adequacy of their planning facilities, and sub- 
stantial improvement in this regard is also occurring in a number of 
the States. Nevertheless, there are still major inadequacies in the 
facilities of the States to take an effective part in planning water re- 
source projects. Measures to remedy this situation warrant priority 
attention from State and local interests and others concerned in the 
sound development of the Nation’s water resources, 

Ultimately, there may be need for additional boards or commissions 
for coordination of water resource planning. At present, the prime 
need is to utilize effectively the existing mechanisms, and creation of 
additional boards would dissipate the inadequate manpower and funds 
available to most of the States for participation in water resource 
programs, 


VI. ConGRESSIONAL APPROVAL OF Cost ALLOCATIONS 


The allocation of project costs to the various functions of multiple 
purpose projects may have significant effects on the character of 
rn and particularly on the nature of the services rendered. It 
1as been shown that widely different effects may result from use of 
equally valid methods of calculating the allocation of costs among 
the different project functions. In order to assure that sai tw will 
operate for the purposes for which they were authorized, the Congress 
should control cost allocations. 

This result can be achieved by specifying in the authorizing legisla- 
lation the method of allocation to be employed. Specification of the 
method of cost allocation will in virtually all cases determine the 
apportionment of financial participation between the general public 
and the particular beneficiaries. Specification of the method of cost 
allocation will similarly determine the degree of economically justifi- 
able provision of particular project services, particularly with respect 
to electric power generation. The reason for specifying in the 
authorization the method rather than the specific amounts of the 
allocations is that, in most cases, precise amounts of the costs to be 
allocated are not available at the time that authorization for construc- 
tion is provided. Ordinarily, the necessary data are not available 
until substantial progress has been made in the actual construction. 
However, specification of the method of allocation permits forecast 
with substantial accuracy of the significant effect of the allocation. 
It is for this reason that this report recommends (sec. III, 5) provision 
of information to the committees of the Senate relative to alternative 
allocations of costs. 


92258—57 








10 CONSERVATION AND DEVELOPMENT OF WATER RESOURCES 


Specification by the Congress regarding allocation of costs is in 
accord with the recommendations of the Comptroller General. This 
recommendation is included in his comments responsive to Senate 
Resolution 281, and it is included also in several audit reports of major 
water resource projects that are developed jointly by the Corps of 
of Engineers and agencies of the Department of the Interior. A re- 
lated aspect of the problem that also is pointed out by the Comptroller 
General is the disparity that sometimes results from allocations of costs 
of a multiple-purpose project that are made according to one method 
by the Corps of Engineers that constructs the project, and the alloca- 
tion of costs of the same project that are made according to a different 
method by the Department of the Interior agencies that market the 
power generated at the project. It is believed that this problem will 
be largely resolved by congressional specification of the method of cost 
allocation. On that basis, there should be no significant variation in 
the actual allocation, regardless of which agency performs the compu- 
tations. Furthermore, change in the method of allocating costs of 
any project could be made only with congressional approval. 








EXHIBITS 





EXHIBIT 1 
SENATE RESOLUTION 281, 84TH CONGRESS 


Whereas the Bureau of the Budget, on December 31, 1952, issued Circular 
Numbered A—47, prescribing standards, procedures, and policies for the evaluation 
of proposed Federal projects for land and water resources conservation and de- 
velopment; and 

Whereas the Bureau of the Budget, on November 29, 1954, proposed a revision 
of Circular Numbered A-—47, the application of which would impose further re- 
striction by the executive agencies on Federal participation in the conservation 
and development of land and water resouves, and on which hearings were held 
by the House Committee on Interior and Insular Affairs March 15 and March 30, 
1955; and 

Whereas on January 17, 1956, the President of the United States transmitted 
to the Congress the Report (House Document Numbered 315, Eighty-fourth 
Congress, second session) of the Presidential Advisory Committee on Water 
Resources Policy, consisting of the Secretary of Defense, the Secretary of the 
Interior, and the Secretary of Agriculture, designated by the President May 26, 
1954, with a recommendation that “* * * the Congress give prompt attention 
to its proposals’’; and 

Whereas it is stated, at page 84 of the Economic Report of the President, trans- 
mitted to the Congress January 24, 1956, that “in due course, legislative proposals 
will be submitted to implement the recommendations” of the Presidential Advisory 
Committee on Water Resources Policy, but no such proposals have yet been 
submitted to the Congress and instead it is indicated that the recommendations 
may be implemented by direct action of the executive agencies; and 

Whereas notwithstanding that the conditions recited in this resolution result 
by reason of poli ies or actions under more than one national administration and 
by more than one branch and department of the Federal Government, it is desir- 
able that this Congress initiate proper corrective action: Now, therefore, be it 

Resolved, That it is the sense of the Senate that the stabilization of the national 
economy and the effectuation of the wisest, most orderly, and most economic 
utilization of the land and water resources of the Nation for the widest possible 
public benefit require that the Congress continue to exercise all of its constitu- 
tional powers to encourage the conservation and development of such resources 
to establish national policy pertaining thereto, and that any nullification by the 
executive agencies of this long-established principle would constitute a usurpation 
of the legislative power. 

Sec. 2. That land and water resources development should be planned in com- 
prehensiv2 bases and with a view to such an ultimately integrated operation of 


component segments as will insure the realization of an optimum degree of 


physical and economic efficiency, 

Sec. 3. That the number of Federal agencies, offices, and organizations having 
to do with the planning and review of projects for the conservation and develop- 
ment of land and water resources should be reduced, rather than increased, and 
that technical and administrative routing and review procedures should be sim- 
plified and shortened in order to facilitate and to accelerate the submittal of 
reports to the Congress in support of requests for the authorization of projects. 

Sec. 4. That reports to the Congress In support of requests for the authoriza- 
tion of projects for the conservation and development of land and water resources 
should include evaluations made in accordance with criteria prescribed by the 
Congress, and that they should fully disclose the details and results of all studies 
and analyses of all potential utilizations, costs, allocations, payout, and bcnefits, 
both. direct and indirect, made by all interested operating agencies. 
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Sec. 5. That the preservation of the constitutional principle of separation of 
powers requires that any departure by the executive agencies from the observance 
and employment of the policies, standards, procedures, and techniques reflected 
in and growing out of the law governing the conservation and development of the 
land and water resources of the Nation be effected only after approval by the 
Congress. 

Sec. 6. That the Committee on Interior and Insular Affairs and the Committee 
on Public Works be, and they hereby are, directed jointly to study, in consultation 
with other appropriate committees and executive agencies, and to design and 
to formalize a comprehensive and particularized set of standards and overall 
criteria for the evaluation of all proposed projects for the conservation and develop- 
ment of land and water resources, including attention to the several specific 
factors recognized in section 4 of this resolution, all to the end that the Congress 
shall fully exercise its constitutional powers, as reflected throughout the text of 
this resolution. The Committee on Interior and Insular Affairs and the Com- 
mittee on Public Works are hereby directed to submit to the Senate, as early as 
practicable during the first session of the Eighty-fifth Congress, a detailed report 
with respect to their implementation of this section. 





EXHIBIT 2 


SraFF CONSULTATION AND Stupy 


Senate Resolution 281 directs the Committees on Interior and Insular Affairs 
and Public Works jointly to study, in consultation with other appropriate com- 
mittees and executive agencies, and to design standards and overall criteria for 
the evaluation of all proposed projects for the conservation of land and water 
resources. Study and consultation have been pursued in accordance with that 
direction. Collaboration was requested from the Committee on Agriculture of 
the Senate, and the Committees of Interior and Insular Affairs, Public Works, 
and Agriculture of the House of Representatives. The Comptroller General has 
also cooperated, as has the Federal Power Commission. Consultations have been 
held with and comments have been received from the Bureau of the Budget, the 
Departments of the Army, Interior, and Agriculture. This collaboration has 
been helpful in formulating the recommendations of this report. 

It is gratifying to report that there has been active cooperation in this study 
by representatives of State and local government agencies concerned with water 
resources. In addition, nongovernment organizations have participated in the 
consultations. This ready response has provided full benefit of the experience 
of the responsible leadership in the areas affected. It is also reaffirmation of the 
importance accorded to this matter by the non-Federal interests. 

The committee print of January 4, 1957, presents the comments and recom- 
mendations of 6 Federal agencies, 6 non-Federal governmental agencies, and 12 
nongovernmental organizations. (These comments are attached as exhibits 4-10.) 

Committee Print No. 2 of January 24, 1957, presents comparative analyses of 
different methods of allocation of the costs of typical multiple-purpose water- 
resource projects. 

Committee Print No. 3, of February 13, 1957, is the report of a staff con- 
ference regarding these matters. That conference included representation of 
the aforementioned Federal and non-Federal agencies and organizations, 


PREVIOUS REPORTS AND STUDIES 


The staff reviewed previous studies and gave particular attention to six reports 
made at Presidential level concerning water resource problems of national 
significance. These reports are: 

1. Commission on Organization of the Executive Branch of the Government 
(First Hoover Commission): Concluding Report and Appendix L—Natural 
Resources. 1949. 

2. President’s Water Resources Policy Commission: Water Policy for the 
American People. 1950. 

3. President's Materials Policy Commission: Resources for Freedom. 1952 
(H. Doc. 527, 82d Cong.). 

4. Missouri Basin Survey Commission: Missouri: Land and Water. 1953. 
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5. Commission on Organization of the Executive Branch of the Government 
(Second Hoover Commission): Water Resources and Power. 1955 (H. Doc. 208, 
84th Cong.). 

6. Presidential Advisory Committee on Water Resources Policy: Water Re- 
sources Policy. 1955 (H. Doc. 315, 84th Cong.). 





ExuiBiT 3 
BuREAU OF THE BupGet CrrcuLar A-47 AND CrrcuLAR A-47 (REVISED) 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D. C., December 31, 1952. 


To the heads of executive departments and establishments. 
Subject: Attached Bureau of the Budget Circular No. A—47. 


In connection with the attached circular, it is desired to bring to your attention 
a memorandum regarding the circular which is being sent to the heads of the 
agencies having responsibility for the development of water and related land 
resources programs. The memorandum is as follows: 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D. C., December 31, 1962. 


Memorandum for: Secretary of Agriculture; Secretary of the Army; Secretary 
of Commerce; Secretary of the Interior; Secretary of State; Chairman of the 
Federal Power Commission; Administrator of the Federal Security Adminis- 
tration; Chairman of the Board of the Tennessee Valley Authority. 

Subject: Bureau of the Budget circular on water resources projects. 


The attached Bureau of the Budget Circular No. A—47 is designed to set forth 
the standards and procedures which will be used by the Executive Office of the 
President in reviewing proposed water resources project reports and budget 
estimates to initiate construction of such projects, submitted in accordance with 
existing requirements. 

It has been generally recognized that the absence of a clear statement of uniform 
standards and procedures has resulted in delays and difficulties in the clearance 
of project reports. The attached circular, which has grown out of more than 2 
years of work in the review of water resources policy, is intended to bring together 
certain of the existing policies of the President which have been set forth from 
time to time in Executive Office action on project reports, and in some cases to 
develop modified standards for action on project reports. 

While there is general agreement on most of the substantive provisions of the 
circular, there remain some differences of opinion with respect to the position 
taken on certain issues. As indicated in the circular, however, its issuance is in no 
way intended to restrict the content of agency reports submitted to the Bureau 
of the Budget for review on behalf of the President, nor to determine the position 
which agencies may take with regard to substantive issues. However, it is hoped 
that, within the framework of existing general provisions of law, the circular will 
encourage the adoption of more uniform agency policies and standards, and that 
it will give the agencies a better basis for presenting all the pertinent information 
which has a bearing on the merits of proposed projects. Also, since most project 
reports submitted to the Bureau become the basis for proposed legislation, it is 
believed that issuance of the circular will be helpful in pointing up specific policy 
areas which may require special attention by the President and by the Congress. 

It is to be assumed that experience in the application of the circular will show the 
need from time to time for modification in its provisions. In particular, it is 
recognized that further study and refinement will be desirable with respect to 
(1) the measurement of project benefits, (2) the method of allocating project costs, 
and (3) the price level assumptions to be used in evaluating both benefits and costs. 

The Bureau of the Budget wishes to express its appreciation for the great 
assistance which has been given by many individuals in the agencies concerned in 
the preparation of this circular. It wishes also to acknowledge the value of the 
report of the Fresident’s Water Resources Policy Commission in the preparation 
of this circular. 

This memorandum is being sent to the heads of all agencies having responsibility 
for developing water and related land resources programs. 


Freperick J. Lawton, Director. 
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EXECUTIVE OFFICE OF THE FRESIDENT, 
BuRBAU OF THE BUDGET, 
Washington, D. C., December 31, 1952. 


CircuLarR No. A-47 


To: The heads of executive departments and establishments. 
Subject: Reports and budget estimates relating to Federal programs and projects 
| for conservation, development, or use of water and related land resources. 


1. Purpose 

The policies of the President with regard to programs and projects for the 
development of water and related land resources have been established from time 
to time both as a part of the normal budget and legislative review process under 
Bureau of the Budget Circulars No. A-11, Instructions for the Preparation and 
Submission of Annual Budget Estimates, and No. A-19, Reports and Recom- 
mendations on Proposed and Pending Legislation, and as a part of the review of 

roject reports under Executive Order 9384, Submission of Reports to Facilitate 
3udgeting Activities of the Federal Government. This circular is intended to 
draw together certain of these policies for water resources programs and projects 
and to provide the agencies in advance with a better understanding of the con- 
siderations which will be used in determining the relationship of a proposed 
program or project, or budget estimate, to the program of the President. 

The standards and procedures set forth in this circular will be used by the 
Executive Office of the President in reviewing agency reports and budget estimates 
subject to its provisions, in order that uniform policies may be applied with a 
view toward (a) establishing priority for projects yielding the greatest value to 
the Nation, and (b) securing effective resources development at minimum neces- 
sary cost. The priority among programs or projects meeting the standards and 
procedures set forth in this circular, and action upon budget estimates to initiate 
such programs or projects, necessarily will also depend on budget policies estab- 
lished from year to vear to meet current economic conditions. 


2. Authority 

Executive Order 9384, October 4, 1943, requires submission to the Bureau of the 
Budget of reports relating to or affecting Federal public works and improvement 
projects. Buresu of the Budget Circular No. A-19, Revised, requires submission 
to the Bureau of agency reports on proposed and pending legislation. Bureau 
of the Budget Circular No. A-11, Revised, outlines the requirements for prepara- 
tion and submission to the Bureau of annual budget estimates. This circular, 
No. A-47, supplements the requirements of the Executive order and circulars 
referred to, and is issued pursuant to the authority cited therein. 


3. Coverage 

This circular relates to Federal programs or projects for the conservation, de- 
velopment, or use of water and related land resources. It applies to any report 
and to any budget estimate to initiate construction of a program or project, 
which, by the terms of the Executive order and circulars referred to in paragraph 
2, is required to be submitted to the Bureau of the Budget and which involves a 
program or project of the type referred to in the first sentence of this paragraph. 
It does not apply to budget estimates for electric transmission lines or steam elec- 
tric generating plants required in connection with water resources projects. 


4. Compliance 

(a) Relation to existing law.—The standards and procedures set forth in this 
circular shall not be regarded as authorizing any deviation from general or specific 
requirements of law. Whenever a report or budget estimate varies from such 
standards or procedures because of a requirement of existing law, the variation 
shall be indicated and reference made to the section of law imposing such require- 
ment. 

(b) Application to budget estimates.—Except as provided in paragraph 4a, a 
budget estimate subject to this circular shall conform to the standards and pro- 
cedures set forth herein. 

(c) Variations from circular.—This circular shall not be regarded as requiring an 
agency to submit a report which is contrary to its views. However, any report 
which varies from the standards and procedures set forth herein because of agency 
policies shall, in the same manner as indicated in paragraph 4 (a), be accompanied 
by a statement of the reasons for the variation. Each report shall contain or be 
accompanied by appropriately documented information to indicate the exact 
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extent to which the standards and procedures established herein have been 
followed in the preparation of the report. Where the preparation of the basic 
report is so far advanced on the date of issuance of this circular that it would be 
impracticable to furnish the information required by this circular, this fact will 
be taken into account in the consideration of the report. All reports submitted 
after July 1, 1953, however, must conform to the requirements of this circular. 


5. Definitions 

For the purposes of this circular: 

(a) ‘‘Project’’ means any integral physical unit or several component and closely 
related units or features, or any system of measures, undertaken or to be under- 
taken within a specified area for the control or development of water or related 
land resources, which can be considered as a separate entity for purposes of plan- 
ning, evaluation, financing, construction, management, or operation. Separable 
units or features will generally be considered as separate projects. 

(b) ‘‘Program’”’ means any combination or system of two or more interrelated 
projects. 

(c) ‘‘Benefits,” as used for purposes of evaluation of proposed programs or 
projects, means all the identifiable gains, assets, or values, whether in goods, 
services, or intangibles, whether primary or secondary, and whether measurable 
in monetary or nonmonetary terms, which would result from the construction, 
operation, or maintenance of a program or project. 

(d) ‘‘Primary benefits’? means the identifiable gains, assets, or values directly 
resulting from any program or project. 

(e) “Secondary benefits’? means identifiable gains, assets, or values other than 
primary benefits of a program or project which are properly creditable to the 
program or project. 

(f) ‘‘Economy costs,” as used for purposes of evaluation of proposed programs 
and projects, means all the financial costs of the program or project except investi- 
gating, surveying, and planning costs incurred prior to authorization; and all the 
other identifiable expenses, losses, and liabilities, whether in goods, services, or 
intangibles, whether direct or induced, and whether measurable in monetary or 
nonmonetary terms, which are incurred as a result of constructing, operating, or 
maintaining a program or project. 

(g) ‘Financial costs’? means all the monetary outlays made in connection with 
a program or project and interest costs connected therewith; i. e., the construction 
costs, the operation and maintenance costs, and interest on the unliquidated 
balance of the reimbursable construction costs. When applied to allocations 
made to irrigation for repayment purposes under paragraphs 7 (a) and 18 (6), 
‘financial costs” shall not include interest on the irrigation construction costs. 

(hk) ‘Construction costs” means expenditures (amounts paid and payable) for 
the initial project construction and the net replacements and additions of signifi- 
cant units thereof, including contract work, materials and supplies, labor, and 
use of equipment; acquisition of lands, easements, rights-of-way, and water 
rights; costs of relocating facilities and the settlement of damage claims; interest 
during construction; any capital expenditures for protection of public health, 
for preventing loss of or damages to recreation, fish and wildlife and mineral 
resources, and scenic, archeological, and historical values; any capital expendi- 
tures for the replacement of recreation and fish and wildlife resources, damaged 
or destroyed by the project; the appropriate portion of engineering, administrative, 
and general expenses of the agency relating to the project; and all other amounts 
of expenditures specifically applicable to the investigations, surveys, plans, 
designs, and construction of the project. When applied to allocations made to 
irrigation for repayment purposes under paragraphs 7a and 18b, “construction 
costs’’ shall not include interest during construction on the costs allocated to 
irrigation. 

(7) “Operation and maintenance costs’? means those expenditures for materials 
and supplies, labor, necessary services, equipment and operating facility use, and 
an appropriate portion of engineering, supervision and general expenses of the 
agency which are needed to operate a project once constructed and to make 
repairs, minor additions and replacements, and otherwise to maintain the project 
in sound operating condition for a maximum economic life. This includes any 
expenditures of the project, other than capital expenditures, for ptotection of 
public health, for preventing loss of or damages to recreation and fish and wildlife 
resources, and scenic, archeological and historical values; and any /expenditures 
of the project, other than capital expenditures, for the replacement of recreation 
and fish and wildlife resources damaged or destroyed by the project. 


’ 
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(j) “Net revenues’ means the difference between the total revenues of the 
program or project or separable purpose thereof and the properly allocable finan- 
cial costs of such program, project, or purpose. 

(k) “Reclamation” means making land suitable for productive agricultural 
use or increasing or maintaining its productive agricultural use by means of (1) 
irrigation; (2) drainage, excluding drainage undertaken pursuant to section 2 of 
the act of December 22, 1944 (58 Stat. 887), and excluding drainage undertaken 
soley to counteract the effects of flood-control works; and (3) recharging of 
ground waters. 


State, local, and Federal participation 

Agencies responsible for developing proposed programs or projects shall, as 
now provided under certain laws and administrative practices, consult with the 
people of the area primarily affected and with the State and local governments 
and Federal agencies concerned. This consultation should take place at the 
earliest feasible stage and should be continued throughout the investigation, 
survey, and planning stages, in order that the views of these groups and agencies 
may receive adequate consideration. Such consultation need not be repeated 
at the time budget esimates to initiate a program or project are being prepared; 
however, budget estimates shall include the latest information available on the 
views of Federal agencies, States, and interested local groups as to priorities of 
project development, scheduling of construction, and willingness to comply 
with requirements for local participation. 


7. Information for inclusion in, and criteria for review of evaluation reports 


(a) The following categories of information, some of which are elaborated in 
later paragraphs of this circular, shall be included in the evaluation re port pro- 
osing authorization of a new w ater or related land resources program or project. 
Inder certain of the categories of information listed below, there are indicated 
the criteria which will be used by the executive office in the review of proposed 
program or project reports: 

(1) A description of the need for the production or services which would result 
from the program or project; the relation of the program or project to the other 
elements of the resource development program of the region in which the pro- 
gram or project is to be undertaken; the contribution of the program or project 
to balanced national conservation and development; and the efficiency of the 
program or project in meeting regional or national needs. 

An important consideration in the review of evaluation reports will be whether 
execution of the program or project, and within practical limits, execution of 
each separate part of a program or project, will be more economical than alter- 
native means available in the region for meeting the same needs. Where a 
single-purpose alternative is available, inclusion in a multiple-purpose program 
or project plan of any purpose of resource development will be considered only if 
the purpose is accomplished more economically through the multiple-purpose 
program or project than through the single-purpose alternative. A further 
consideration in the review of evaluation reports will be the relative economy 
of alternative means available on a national basis for meeting the needs to be 
met by the program or project. 

(2) A concise but complete estimate of all the benefits and all of the economic 
costs of undertaking the program or project. In addition to comparing the total 
benefits of the program or project with its total economic costs, the estimate 
should also show separately the particular benefits and economic costs attributable 
to each purpose of the program or project. Wherever appropriate, benefits and 
economic costs shall be expressed in monetary terms. Where monetary esti- 
mates cannot reasonably be made, the relative significance of such benefits and 
costs shall be stated in as precise and quantitative terms as possible. Because 
any long-term estimates are subject to wide margins of error, the results should 
be expressed in ranges rather than in single figures. The estimate should be 
made from an overall public or national viewpoint and should indicate any 
specifically identifiable groups, localities, or districts receiving program or project 
benefits. 

While it is recognized that a comparison of estimated benefits with estimated 
costs does not necessarily provide a precise measure of the absolute merits of 
any particular program or project, one essential criterion in Justifving any program 
or project will, except in unusual cases where adequate justification is presented, 
be that its estimated benefits to whomsoever they may accrue exceed its estimated 
costs. Inclusion in a multiple-purpose program or project plan of any purpose 
of resource development will, except in unusual cases where adequate Justification 
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is presented, be considered only if the benefits attributable to that particular 
purpose are greater than the economic costs of including that purpose in the pro- 
gram or project. Monetary computations will be most useful in arranging pro- 
grams or projects, or parts thereof, serving the same purpose in the order of their 
economic desirability. 

(3) All data relating to the financial feasibility and to the allocation and 
reimbursement of financial costs prepared in accordance with the standards set 
forth in paragraphs 11-21. This shall include a statement as to the financial 
feasibility of reimbursable features of the program or project and the net effect of 
the program or project on the Federal Treasury. For this purpose the project 
report shall show an analysis of the sources of repayment or sharing of the financial 
costs of each of the purposes involved in the program or project. Financial costs 
shall be converted to an annual basis to make possible a comparison of annual 
financial costs and annual revenues of any program or project or separable purpose 
thereof. 

(4) Astatement as to the source and nature of, and an appraisal of the adequacy 
of, the basic information available and used during the preparation of such program 
or project and the methods employed in the analysis and interpretation of such 
basic information. 

(b) Requests for funds for the initiation of construction of a program or project 
following authorization shall be accompanied by a statement indicating the 
changes which have occurred, if any, since submittal of the original report upon 
which authorization was based, affecting the total cost, the economic evaluation, 
or the purposes of the program or project. If substantial changes have occurred 
the request shall be accompanied by a revised evaluation report. 

8. Benefits to be included in evaluation 

The evaluation report prepared in accordance with paragraph 7 shall include an 
estimate of the primary benefits of the program or project. Unless the report 
sets forth clear justification for considering other factors, main reliance in the 
review of project reports will be placed on the following categories of primary 
benefits: 

(a) Reduction of flood damage, including damage from water and sediment, 
to land and other public and private property; and prevention of loss of life. 

(b) Increases in the expected net income obtained directly from changed use of 
the property made possible by any form of flood control. 

(c) Increases in expected net income from lands on which watershed treatment 
measures are to be installed as part of the program or project. 

(d) Increase in expected net farm income from additional production or reduced 
cost of production of farm products as a result of reclamation of land. 

(e) In the case of navigation projects other than harbor improvements, the 
transportation savings resulting from 

(1) The differential between expected costs of movement by nonwater transport 
and expected costs of movement by water transport for those commodities which 
will be carried by land transport if the project is not built, but which will move 
by water if the project is built. 

(2) For traffic which will not. move without the waterway improvement, but 
which will move by water if the project is built, the differential between the 
cost of transportation by waterway and the highest cost at which it would be 
feasible for the traffic to move. 

(3) Where the project improves an already navigable waterway, the differential 
between expected costs with and without the project of moving on the waterway 
traffic expected to move on the waterway even if the project is not built. 

(f) Direct benefits of shore protection. 

(g) Direct benefits from harbor improvements, including those for small boat 
traffic. 

(hk) Value of electric energy to be produced. This is equal to the lower of two 
figures: 

(1) The cost of equivalent energy from the cheapest alternative source of 
energy—private, Federal, or other—that is available, or could be expected to 
develop in the absence of the project, to meet the same power needs. Taxes and 
interest charges for this alternative source should be computed on a basis com- 
parable with the project. 

Norre.—Where the project plan includes the cost of constructing and operating 
the necessary facilities to transmit and distribute the project power to load centers, 
the costs of the alternative source with which the project is compared should also 
include transmission and distribution costs to the same load centers. Where the 
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project plan does not include transmission costs, the total costs incurred by the 
alternative source in providing power at load centers should, for purposes of 
determining power benefits, be reduced by the transmission costs incurred in bring- 
ing the project power to the same load centers. 

(2) Value of power to users (considered as the highest price they would pay and 
applicable especially where the cost of alternative power would be prohibitive for 
particular users). 

(7) Value of municipal, industrial, and domestic water supply to be furnished, 
measured by the cost of obtaining equivalent supply from the cheapest alternative 
source that would most likely be used in the absence of the project, including the 
cost of development of the same source of water by the water users themselves as 
one of the alternatives. Taxes and interest charges for the alternative source 
should be computed on a basis comparable with the project. 

(j) Increases in the value of recreation and fish and wildlife resources expected 
as a result of the project. Although such benefits are usually not subject to meas- 
urement in monetary terms, complete information, in terms of the amount and 
type of expected use of recreation and fish and wildlife developments is required 
as a basis for comparison of the incremental costs and benefits of such develop- 
ments referred to in paragraphs 11 (c) and 19 (0). 

(k) Savings in the cost of water treatment or gains in the value of streams for 
industrial, municipal, and domestic water supply, and other uses, through the 
abatement of water pollution; and reduction in the cost of pollution abatement by 
streamflow augmentation. Such benefits should be calculated as the residual 
benefit possible after allowing for all direct measures to control pollution at the 
source that would normally be required or considered necessary by the public 
health authorities concerned. 

The evaluation prepared in accordance with paragraph 7 shall also include an 
estimate of any secondary benefits which the program or project will provide. 
The evaluation shall include a separate showing of total primary and total second- 
ary benefits. Until standards and procedures for measuring secondary benefits 
are approved by the Bureau of the Budget, the evaluation shall be based mainly 
upon primary benefits. 

The evaluation shall also include an appraisal of the general benefits which 
will accrue through such effects as safeguarding life and public health, sta‘ilizing 
national and regional food and raw materials production, and contributing directly 
to the improvement of technically underdeveloped areas within the Nation’s 
boundaries. 


9. Costs to be included in evaluation 

The evaluation prepared in accordance with paragraph 7 shall include an 
estimate of the total construction costs and the total operation and maintenance 
costs of the program or project, whether such costs are incurred by the Federal 
Government, State, and local governments, or private interests. 

Such an evaluation shall also include a statement of economic costs expected 
to be induced by the program or project, such as the costs of 

(a) Displacement of people. 

(b) Decreased value of lands, minerals, water quantity or quality, and other 
water or related land resources, where not reflected in market values. 

(c) Rectifying adverse effects upon sanitation, transportation, highway con- 
struction or maintenance, or other activities reasonably foreseen as being affected 
by the program or project. 

(d) Business losses, such as disruption of trade or diversion of waterborne 
traffic from existing ports or channels. 

(e) Losses in State or local tax revenues, adjusted for changes in costs of State 
and local government services caused by the existence of program or project 
facilities. 

(f) Unprevented and uncompensated losses of or damages to fish and wildlife 
resources; recreation resources; and scenic, archeological, or historical values. 

(g) Abandonment of economically useful structures, such as locks and bridges. 

Such an evaluation shall also include an appraisa! of other detriments to the 
general welfare, whether or not they can be measured in monetary terms, and 
the groups which will suffer any substantial injury should be identified so far as 
feasible. 


10. Comparison of benefits and economic costs 

Benefits to be obtained and economic costs to be incurred throughout the 
assumed economic life of a program or project, as limited by paragraph 14 of 
this circular, where expressed in monetary terms, shall be converted to a common- 
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time basis to facilitate the comparison called for in paragraph 7 (a) (2). Where 
benefits and economic costs are compared on an annual basis, interest on the 
construction costs should be included in the computation of average annual 
equivalents for total economic costs. Where the present net worth method of 
comparing benefits and economic costs is to be used, future benefits and economic 
costs should be discounted to present values. Using an interest rate to cumulate 
benefits and economic costs is necessitated where the net gain or loss at any 
given time during the operation of the program or project is to be computed. 
Determination of the applicable interest or discount rate shall be made in accord- 
ance with paragraph 15, except for the interest rate on project costs to be financed 
by non-Federal sources. 

11. Purposes to which costs may be allocated and criteria for allocation of costs 

The evaluation report prepared in accordance with paragraph 7 shall include a 
tentative allocation of the construction costs and operation and maintenance costs 
of the program or project to the several purposes to be served, which allocation 
shall serve as the basis for the proposed reimbursement and cost-sharing arrange- 
ments recommended in the report. Proposals for the allocation of costs will be 
reviewed in accordance with the following standards: 

(a) Subject to the criteria set forth in paragraphs (b) and (c) following and para- 
graphs 19 and 20, costs of both separable and joint facilities shall be equitably al- 
located to the following purposes and to no other purposes: 

(1) Flood control. 
(2) Reclamation. 
(3) Navigation. 
(4) Watershed management. 
(5) Electric power and energy. 
(6) Domestic, municipal, or industrial water supply. 
(7) Recreation development. 
(8) Fish and wildlife development. 
(9) Pollution control or abatement. 

(b) Costs of programs or projects shall be allocated to the several purposes for 
which they are undertaken on the following basis: 

(1) The costs of facilities or features of a program or project used only for a 
single purpose of water-resource development shall be allocated to the respective 
purposes served by such facilities or features. 

(2) The costs of facilities or features of a program or project used jointly by 
more than one purpose of water-resource development shall be allocated among 
the purposes served in such a way that each purpose will share equitably in the 
savings resulting from combining the purposes in a multiple-purpose development. 

(c) Allocations of costs to items (8) and (9) of paragraph (a) above shall 
be governed by the following: 

(1) Allocations of costs to fish and wildlife shall be limited to the following: 

(A) Costs incurred for the development of fish and wildlife to the extent that 
such costs are to be borne by States, local governments, or local interests. 

(B) The increment of additional costs of a project incurred for fish and wildlife 
development if the fish and wildlife resources to be developed are determined by 
the Secretary of the Interior in accordance with present law to be of national 
significance, and if either (a) the work is proposed to be authorized as a part of a 
national fish and wildlife program and financed under appropriations made for 
that purpose, or (b) the letter transmitting the proposed report to the Congress 
contains proposed authorizing language stating the maximum amount of such 
costs which would be borne by the Federal Government. 

(2) Allocations of costs to pollution control or abatement shall be limited to 
those costs for that purpose which are to be fully reimbursed by the States, local 
governments, districts, or other interests concerned, including other Federal 
establishments. 


12. Responsibility for allocation of costs on multiple-purpose programs or projects 

For purposes of this circular, the head of the agency responsible for construction 
of the program or project will be considered responsible for— 

(a) Making the initial tentative allocation of costs among the purposes to be 
served by a program or project. 

(b) Making a revised cost allocation prior to the submission of a budget estimate 
to initiate the program or project if the costs can be ascertained with greater 
accuracy at that time than at the time of submission of the project report, or if 
the designated use of the program or project is changed, or if the estimated costs 
have changed substantially. Where designated use is changed or estimated costs 
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have changed substantially, the head of such agency shall also indicate the 
reasons therefor. 

Other agencies having responsibilities with respect to various purposes of the 
project, such as power marketing, rate approval, reclamation, navigation, flood 
control regulation, etc., shall be afforded full opportunity to consult and make 
their views known at both these stages in the determination of the cost allocation. 


13. Reimbursement and sharing of costs 

For the purposes of this circular, it is essential that definite determinations 
be made as to which part of the financial costs of a proposed program or project 
will be reimbursed to the Federal Government, which will be borne by others than 
the Federal Government, and which will not be reimbursed. With respect to 
financial costs to be reimbursed and cash contributions to be made, the proposed 
source of funds therefor shall be clearly indicated. Where cash contributions 
are required, such requirement shall be expressed as a percentage of the construc- 
tion costs of the program or project, rather than in dollars. Where repayment is 
to be made over a period of time, a tentative schedule of payments to be made 
to the Federal Government shall be established. With respect to any further 
financial costs to be borne by others, such as contributions of property, the nature 
of the cost-sharing arrangements to be entered into by the Federal Government 
shall be indicated. With respect to nonreimbursable costs, the authority relied 
upon in declaring such costs to be nonreimbursable shall be clearly indicated; 
where no legislative authority exists, justification shall be presented for proposing 
that the costs be considered nonreimbursable. 


14. Length of repayment period 

Proposals for repayment of the Federal investment in a program or project will 
be reviewed in accordance with the following standards: 

(a) Rates and other charges for the products or services of a program or project 
shall be set so that repayments of the initial Federal investment in the program 
or project can be accomplished within a period equal to the useful economic life 
of the proposed program or project, but not longer than 50 years, following the 
date on which the head of the sponsoring agency determines that benefits from the 
program or project will be available to the beneficiaries. This same period of 
time with the same limitation shall be used for computing benefits and costs of the 
proposed program or project. 

(b) In the case of a major replacement, modification, or addition to a project, 
the cost thereof shall be reimbursed within (1) the estimated useful economic 
life of such replacement, modification, or addition; (2) the estimated remaining 
useful economic life of the project to which it is an addition; or (3) 50 years, 
whichever is least, following the date on which the head of the sponsoring agency 
determines that benefits from the replacement, modification, or addition will be 
availa‘le to the beneficiaries. In the case of a major replacement, modification, 
or addition to a project serving power or domestic, municipal, or industrial water 
supply, the unliquidated balance of the initial Federal investment allocated to 
such purposes, together with any unpaid interest or other expenses may be pro- 
posed for rescheduling of repayment over the same period of time as is proposed 
for repayment of the cost of the major replacement, modification, or addition. 

(c) Where a major new power or domestic, municipal, or industrial water 
supply project or major portion thereof is to be operated in conjunction with, or 
as a part of, an existing system of projects serving the same purpose or purposes, 
the portion of the initial construction costs of the existing system allocated to 
that purpose which is unliquidated at the time such new project or portion of a 
project is to be added, together with any unpaid interest or other expenses, may 
be combined with those costs of the new project or portion thereof allocated to 
that purpose; and the rates and charges required for the repayment of the total 
combined costs may be computed so as to repay these costs over the useful eco- 
nomic life of the new project or portion thereof but in not to exceed 50 years, 
provided that the system to which the new project is to be added has a remaining 
useful economic life at least equal to that of the proposed new project. For each 
proposed addition to an existing system, there should be a separate estimate of 
the benefits, economic and financial costs, and the revenues from or attributable 
to the new project or portion thereof. 


15. Determination of interest rate on Federal investment 

Interest for purposes of estimating reimbursements shall be calculated at a 
rate based upon the average rate of interest payable by the Treasury on interest- 
bearing marketable securities of the United States outstanding at the end of the 
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fiscal year preceding such computation which, upon original issue, had terms to 
maturity not more than 12 months longer or 12 months shorter than the eco- 
nomically useful life of the project or part thereof in which Federal investment 
is to be made. Where the economically useful life of the project is expected to 
be longer than 15 years, the rate of interest shall be calculated at a rate based 
upon the average rate of interest payable by the Treasury on obligations, if any, 
outstanding at the end of the fiscal year preceding such computation, which, 
upon original issue, had terms to maturity of 15 years or more. e? 

If there are no such outstanding interest-bearing marketable securities of the 
United States with original terms to maturity not more than 12 months longer 
or 12 months shorter than the economically useful life of the project, or with 
original terms to maturity of 15 years or more, interest shall be calculated ata 
rate equal to the rate of interest payable by the Treasury on the issue of interest- 
bearing marketable securities of the United States outstanding at the end of the 
fiseal year preceding such computation which, upon original issue, had terms 
to maturity shorter than, but most nearly equal to, the economically useful life 
of the project. 7 

Where the average rate calculated by the methods prescribed above is not a 
multiple of one-eighth of 1 percent, the rate of interest shall be the multiple of 
one-eighth of 1 percent next lower than such average rate. 


16. Additional standards relating to power 


(a) Proposals for the incorporation in a program or project of power features 
will be reviewed in accordance with the criterion that total financial costs allocated 
to power shall be fully reimbursable. For this purpose, the project report shall 
include an estimate of the revenues to be obtained from the sale and disposition 
of the program or project power and any other funds which may be derived from 
the generation, transmission, sale, and disposition of such power, or activities 
incidental thereto. 

(6) Where a program or project contemplating immediate or eventual construc- 
tion of power facilities is proposed for legislative authorization, the report on such 
program or project shall include a statement of the views thereon of the Federal 
Power Commission, the agencies concerned with marketing power produced at 
Federal plants in the region, and other appropriate agencies. Agencies submitting 
such views shall be given reasonable notice by the agency proposing a program or 
project involving power facilities of the latter agency’s intention to complete the 
evaluation of the program or project. If the views of the agencies referred to 
above are not made known to the agency proposing the project within 90 days 
after completion of the main program or project report, the head of the agency 
proposing the program or project may submit the report thereon to the Bureau of 
the Budget without an accompanying statement of the views of these agencies. 

Such statements will be used in determining (1) the need for the additional 
power which such program or project would make available, (2) the cost of such 
additional power at load centers, compared with the cost of equivalent power 
from alternative sources in the same region, (3) the revenues which would be 
derived from the sale of the additional power, (4) the effect of the program or 
project on the rate of depletion of the fuel resources of the region or Nation, and 
(5) recommendations as to the timing of the installation of generating and other 
power facilities as part of, or incidental to, the program or project. 


17. Additional standards relating to flood control 


(a) In the preparation of any program or project report concerned with flood 
control, the head of the agency proposing such program or project shall give 
consideration in the report to all methods of preventing or reducing flood damage 
in each particular instance and shall include a report on the most effective and 
most economical choice or combination of one or more of the following methods 
of alleviating flood damage: 

(1) Flood plain development and redevelopment, relocation, and zoning. 

(2) Sedimentation and runoff control. 

(3) Storage of floodwaters on cultivated fields, other watershed lands, or 
underground through appropriate measures. 

(4) Levee and flood-wall construction. 

(5) Reservoir storage. 

(6) Channel improvement and rectification, bank stabilization, and floodsway 
and diversions. 

(7) Flood foreeasting. 

(8) Such other measures as will result in effective flood-damage prevention or 
control. 
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If the head of the agency preparing such a report finds that flood damage can 
be prevented most effectively and economically through adoption by States, local 
governments, or districts of programs for flood-plain development and redevelop- 
ment, relocation, and zoning, or other similar measures, either in substitution for, 
or as a supplement to, construction of flood-control works, he shall include in his 
project report information as to the extent. to which it may be feasible to enter 
into arrangements with such States, local governments, or districts providing for 
Federal assistance to them in carrying out such measures. Such information 
shall be included on the assumption that the State, local government, or district 
in question will be authorized to engage in such development, relocation, or zon- 
ing. As a guide for proposing such arrangements, the share of the cost whichs 
may be borne by the Federal Government as assistance to State and local govern- 
ments for such measures shall be no more than the share of costs which the Fed- 
eral Government would bear in prosecuting the most economical alternative 
method of obtaining similar flood-control benefits. 

(b) The report on any program or project having significant main-stem flood- 
control benefits, except for those of the Tennessee Valley Authority, shall include 
a statement of the views of the Secretary of the Army or the Chief of Engineers 
on such aspects of the program or project. The report on any main-stem program 
or project having flood-control benefits, except for those of the Tennessee Valley 
Authority, shall include a statement by the Secretary of Agriculture indicating 
the effect any existing or potential flood-prevention programs in the tributaries 
and headwaters of the river would have on the economic justification and feasibility 
of the main-stem program or project. 

It would be expected that the views of the Corps of Engineers, the Department 
of Agriculture, and/or any other agency concerned would, ordinarily, be reconciled 
prior to the submission of a project report to the Bureau of the Budget. 

(c) Where benefits of the type described in paragraph 8b of this circular are 
attributed to a local flood-control project, the project report will be reviewed in 
accordance with the criterion that there shall be a payment or contribution toward 
the construction costs of the project equal to at least 50 percent of an amount 
determined by applying to the total construction costs of the project the ratio of 
the particular land-enhancement benefits involved to total monetary primary 
benefits as estimated in the evaluation report. To the extent feasible, a payment 
or contribution toward the costs of the program or project shall also be made where 
benefits of the type described in paragraph 8b of this circular are attributed to 
other flood-control or flood-prevention programs or projects. In determining 
the payment or contribution that should be required in these cases, the responsible 
agency should consider the value of benefits to local beneficiaries. The evalua- 
tion report shall explain how the portion of the cost to be borne by local benefi- 
ciaries was determined. 

18. Additional standards relating to reclamation 

(a) Appraisal of reclamation benefits. The report on any program or project 
having significant reclamation benefits shall include a statement of the views of 
the Secretary of Agriculture on the economic aspects of such phases of the program 
or project and his estimates of the effect of such reclamation benefits on the short- 
range and long-range agricultural needs of the Nation and the region in which the 
program or project is located, and the place of the program or project within the 
framework of a desirable long-range program to meet the Nation’s and the region’s 
estimated requirements for food, fiber, and other agricultural commodities. 

The Secretary of Agriculture shall be given reasonable notice by the head of the 
agency proposing any program or project having sicnificant reclamation benefits 
of the latter’s intention to complete an evaluation of the program or project. If 
the report of the Secretary of Agriculture on the economic aspects of the reclama- 
tion phases of a program or project is not available within 90 days after the com- 
pletion of the main program or project report, the head of the agency proposing 
the program or project may submit the report thereon to the Bureau of the Budget 
without an accompanying report from the Secretary of Agriculture. 

(b) Repayment of irrigation costs. Consistent with the standards of this 
circular relating to repayment, irrigation project reports submitted for authoriza- 
tion by Congress may propose repayment of irrigation construction costs within 
50 years, with allowance for an additional development period of not to exceed 
10 years. 

Note.—Where irrigation projects are authorized administratively by the 
Secretary of the Interior under present law, repayment of the construction cost is 
based on the ability of the water users to pay over a period of 40 years, with 
allowance for an additional development period of not to exceed 10 years, except 
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that a longer period may be used where the costs are to be returned under con- 
tracts entered into pursuant to section 9 (e) of the Reclamation Project Act of 
1939. Projects in which the returnable allocations, together with nonreturnable 
allocations permitted by existing law, do not equal construction costs may be 
authorized only by an act of Congress. 

Pending the enactment of general legislation dealing with the use of the interest 
component to show assistance in the retirement of construction costs allocated to 
irrigation, proposed irrigation project reports will be reviewed in accordance with 
the following criteria: 

(1) Irrigation aspects of proposed projects shall meet a test of economic justi- 
fication made in accordance with the principles, standards, and procedures set 
forth in this circular. 

(2) Net revenues from other purposes associated with the project may be 
proposed for use in helping to repay costs allocated to irrigation. 

(3) Where the cost allocated to irrigation is in excess of the sum of the antici- 
pated repayments by the water users and other identifiable irrigation beneficiaries, 
and any net revenues of any separable purposes of the project, the project report 
shall identify these excess costs and may propose that they be borne by the Fed- 
eral Government as a subsidy to irrigation. Where a Federal subsidy is proposed, 
either by use of the interest component or otherwise, the project report shall 
clearly show the amount and composition of such subsidy, and the letter of trans- 
mittal to the Congress shall contain proposed authorizing language stating the 
maximum amount of such subsidy to irrigation which would be borne by the 
Federal Government. As soon as feasible, arrangements will be made to show 
any such subsidy in the annual budget presentation to the Congress. 

Nore.—In determining financial feasibility of irrigation projects, the Depart- 
ment of the Interior has construed Federal reclamation laws to permit the use of 
interest payments on the construction cost allocated to power or water supply to 
show ass stance in the retirement of construction costs allocated to irrigation that 
are in excess of the ability of the water users to repay. There has been no general 
legislation specifically dealing with this policy. The Bureau of the Budget, in 
clearance of project reports, has never specifically approved or disapproved the 
policy of applying the interest component to assist in the retirement of costs 
allocated to irrigation. The use of the interest component for this purpose 
raises several important policy problems: (a) the interest component represents 
an indefinite type of subsidy, (b) the interest component may be used to make a 
project appear to be financially feasible which is not economically sound, and 
(c) the size of the interest component necessarily varies with the size of the power 
or water-supply investment, and, therefore, the use of the interest component 
discriminates against irrigation projects which are not directly associated with 
power or water-supply projects or in which such investments are small in relation 
to the size of the total project. 

19. Additional standards relating to recreation 

Proposals for recreational aspects of Federal water-resources development pro- 
grams and projects will be reviewed in accordance with the following standards: 

(a) Recreation potentialities shall be given full consideration in the preparation 
and evaluation of proposed water resources programs and projects. The financial 
costs of those aspects of surveys, investigations, and planning required to provide 
a full and complete understanding of the recreation potentialities of these programs 
and projects shall be treated as a nonreimbursable Federal expense. 

(b) Recreation costs and benefits shall be dealt with on an incremental basis; 
i. e., costs specifically incurred for and benefits directly creditable to recreation 
shall be evaluated and considered apart from other project costs and benefits. 
Only the incremental costs expected to be incurred in providing recreational 
facilities as described in the following paragraphs (e) and (f) shall be allocated to 
recreation. 

(c) Potential damages to existing recreation areas, facilities, or values shall be 
recognized in planning for water resources programs and projects, and the financial 
costs of prevention of such damage, or the replacement of such areas or facilities, 
to the extent practicable, shall be clearly set forth. All such costs shall be con- 
sidered as joint or common costs and equitably allocated among the major pur- 
poses served by the project. 

(d) Minimum basie facilities and services for protection of the program or 
project area and the accommodation or protection of the visiting public, usually 
at the location of the dam site, shall not be considered recreational facilities, but 
necessary adjuncts to the construction of Federal projects. The costs of these 
facilities and services shall be considered as joint or common costs and allocated 
to the major purposes for which such projects are constructed. 
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(e) When modification in the design of a project or additional development in 
the project area, including access roads, is required in order to make recreational 
values available to the public, such modification or development shall be included 
in the project proposal only if: 

(1) The States or local governments or other beneficiaries agree to repay the 
full cost thereof; or 

(2) Such values are clearly indicated to be of national significance in accord- 
ance with criteria set forth in paragraph (g) following; and if either (a) the work 
is proposed to be authorized as a part of the national park or national forest 
programs for this area and is to be financed by appropriations made for these 
programs, or (6) the letter transmitting the proposed report to the Congress 
eontains proposed authorizing language stating the maximum amount of such 
cost which would be borne by the Federal Government. 

(f) Where the public interest in the protection and preservation of recreation 
values of any water-resources program or project require the purchase or the set- 
ting aside of a limited amount of additional land therefor, any costs thereof may 
properly be considered a Federal expense and allocated to recreation develop- 
ment. Where such recreation values are not of national significance, however, 
the costs of such purchase or setting aside of lands shall be recommended as a 
Federal expense only if State or local governments have, through an appropriate 
official, indicated an unwillingness or inability to protect and preserve such 
values. The acquisition of lands by the Federal Government to protect recrea- 
tion values shall ordinarily be restricted to areas to which access roads are likely 
to be built. In cases where recreation values are of State of local significance, 
the lands acquired by the Federal Government shall be sold, leased, or licensed, 
or (in exceptional cases) granted, under appropriate rules or regulations, to State 
or local governments for development as soon as possible. All funds derived 
from such sales or leases shall be deposited in the general fund of the Treasury. 

There shall be provided a specific list and description of such lands recom- 
mended for acquisition or withdrawal and the reasons why their acquisition or 
withdrawal is required to protect or preserve recreation values. 

(g) In determining whether the recreation resources of a Federal water re- 
sources project area are of national significance, the following criteria shall be 
considered: 

(1) The water resource project itself is such as to make it a subject of continuing 
nationwide public interest. 

(2) The presence within or adjacent to the water resource area of outstanding 
scenic, historical, scientific, or archeological values of interest to the general 
public makes development of the recreation resource a matter of national interest. 

(3) The recreation area, after development, will probably be used by a sub- 
stantial number of residents of States other than the State or States in which the 
project area is located. 

(4) The relation and proximity of the water resource project area to a national 
park, monument, national forest, or wilderness area is such that the recreation 
development will supplement the program on those federally administered areas. 


20. Additional standards relating to domestic, municipal, and industrial water supply 

Proposals for water supply aspects of Federal water resource development 
programs and projects will be reviewed in accordance with the following criteria: 

(a) Domestic, municipal, industrial, and other similar water supply shall be 
considered primarily a local and State responsibility. The needs of communities 
and industries for water supply shall, however, be given full consideration in the 
investigations, surveys, and preparations of plans for Federal river development 
programs and projects. 

(6) Proposals for the incorporation in a Federal program or project of pro- 
visions for domestic, municipal, or industrial water supply shall be made only if the 
total financial costs to be allocated to this purpose will be fully reimbursed by the 
States, local governments, districts, or persons served. 


21. Provision in Federal water resources programs and projects for future require- 
ments 

Where a significant saving will result from inclusion in the original plan for a 
program or project of additional or enlarged structures, facilities, or parts thereof 
which will serve anticipated future non-Federal needs, as, for example, excess 
storage capacity in reservoirs for municipal or industrial water supply, provision 
for such inclusion may be made if— 

(a) The cost of including the facilities for anticipated future needs, including the 
properly allocable part of the joint costs of the program or project, represent not 
more than 15 percent of the total construction costs of the program or project. 
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(b) All financial costs of such additions will be repaid within 50 years after the 
date on which initial use of such addition is begun, regardless of the degree to which 
the full capacity provided is utilized during that period. In arriving at the finan- 
cial costs of such additions, interest on the construction costs during the period 
of deferral of any use may be waived. 

(c) Reasonable assurance is given by local interests at the time the project report 
is prepared that initial use of the proposed addition to the program or project will 
begin within not more than 10 years, and a repayment contract is signed by local 
interests prior to the beginning of construction agreeing to start repayment within 
such 10-year period. 

By direction of the President: 

Freperick J. Lawton, Director. 





EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BuDGET, 
Washington, D. C., , 1956. 





CircuLtaR No. A-47 (REVISED) 


To the heads of executive departments and establishments. 
Subject: Reports and budget estimates relating to Federal projects for conser- 
vation, development, or use of water and related land resources. 


1. Purpose 

'* This revision of Circular No. A—47, which replaces Circular No. A-47, dated 
December 31, 1952, sets forth (a) certain requirements for submission of proposed 
project reports and of budget estimates to Initiate construction of new projects, 
and (6) general criteria which will apply in the review of such reports and budget 
estimates by the Executive Office of the President to determine the relationship 
of proposed water and related land resources developments to the program of the 
President. 

The role of the Federal Government in water resources programs and projects 
is cooperative, not preemptive, and the criteria to be applied are designed to limit 
Federal responsibility to those programs or projects which are not competitive 
with alternative means of obtaining effective resource development, in accord 
with the President’s policy of encouraging State, local, and private initiative and 
responsibility in the development of natural resources. The standards set forth 
in this circular are also used to assure that uniform policies are applied to secure 
sound resources development at minimum necessary cost and to establish priority 
among programs or projects yielding the greatest value to the Nation. The 
priority among programs or projects, and action upon budget estimates to initiate 
such programs or projects, necessarily also depends on overall budget policies 
established from year to year. 


2. Relationship to other circulars 


This circular supplements the requirements of Budget Circular No. A-19, 
Revised, which requires submission to the Bureau of agency reports on proposed 
and pending legislation, and of Budget Circular No. A-11, Revised, which outlines 
the requirements for preparation and submission to the Bureau of annual budget 
estimates. 


3. Coverage 

This circular applies to any report and to any budget estimate to initiate con- 
struction of a program or project for the conservation, development, or use of 
water and related land resources which is required to be submitted to the Bureau 
of the Budget by the circulars referred to in paragraph 2 above, and by Executive 
Order 9384 of October 4, 1943, which requires submission to the Bureau of reports 
relating to or affecting Federal public works and improvement projects. It does 
not apply to budget estimates for electric transmission lines or steam electric 
generating plants made in connection with water resources projects. 


4. Compliance 

(a) Relation to existing law.—The standards and procedures set forth in this 
circular apply within the framework of general or specific requirements of law. 
Whenever a report or budget estimate varies from such standards or procedures 
because of a requirement of existing law, the variation shall be indicated and 
reference made to the section of law imposing such requirement. 


92258—57——_5 
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(b) Departure from circular—This circular shall not be regarded as requiring 
an agency to submit a report which is contrary to its views. Whenever a report 
submitted by an agency varies from the standards and procedures set forth herein, 
i] it shall be accompanied by a statement of the reasons for the variation, and shall 

indicate the extent to which the standards and proceedures established herein have 
been followed in the preparation of the report. 
(c) Supplemental instructions.— Within 90 days after the date of issuance of this 
circular, each agency subject to its provisions shall transmit to the Bureau of the 
Budget four copies of any instructions issued to its field offices for compliance 
with this circular, and shall also subsequently so transmit any amendments 
within 30 days after the date on which they were issued. 


5. Definitions 
Definitions which shall apply for purposes of this circular are indicated in 
attachment A. 


6. Basic information used in preparation of reports 

Each report proposing authorization of a water or related land resources pro- 
gram or project shall contain a statement as to the source and nature, and an 
appraisal of the adequacy, of the basic information of the general coverage type 
(as distinguished from the specific or intensive information required for detailed 
planning and construction) available and used during its preparation, including 
the methods employed in the analysis and interpretation of such information. 
This statement shall cover such basic data as (a) hydrology, climate, topography, 
geology, soils, vegetal cover, fish and wildlife; and (6b) sociological and economic 

ata. 


7. Reevaluation for budget estimates 

Requests for funds for the initiation of construction of a program or project 
following authorization shall be accompanied by a statement indicating the 
changes which may have occurred since submittal of the original report upon 
which authorization was based, insofar as such changes affect the total cost, the 
scope of the project, the economic evaluation, or the purposes of the program or 
project. If substantial changes have occurred, the request shall be accompanied 
by a revised evaluation report. 


8. Coordination and clearance between Federal agencies in the preparation of reports 


Where a proposed program or project affects the interests and responsibilities 
of one or more other Federal agencies, the sponsoring agency shall, to the maximum 
extent practicable, consult with such agency or agencies in conducting its investi- 
gation and in preparing its report. Whenever the interests or responsibilities 
of another Federal ageney are involved, that agency shall be given reasonable 
notice of the intention of the agency proposing the program or project to complete 
an evaluation report, and an opportunity to furnish a statement concerning the 
effect of the program or project on the responsibilities of that agency. If the 
statement of the agency receiving the notice is not available within 90 days after 
the completion of the main program or project report, the agency proposing the 
program or project may submit its report to the Bureau of the Budget without 
the views of the other agency. 


9. Criteria to be used in review of proposed programs and projects 

The relationship of proposed water and related land resource programs and 
projects to the program of the President will be determined in accordance with 
the following considerations, described in greater detail in other parts of this 
circular: 

(a) The extent to which the program or project provides for responsible partici- 
pation by State, local, and private agencies or groups in resource development, 
ineluding the degree to which the costs of the project will be borne by non-Federal 
interests, the extent to which the reimbursable features of the program or project 
are financially feasible, and the net effect on the Federal Treasury over the repay- 
ment period. 

(b) If the program or project affects the water resources of a river basin, the 
extent to which it aids, or is consistent with, the sound comprehensive development 
of the entire river basin. 

(c) The exent to which the program or project aids the sound economic de- 
velopment of the locality and region in which it is located and contributes to the 
meeting of national needs. 

(d) e extent to which the benefits of the program or project exceed its costs. 
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10. Non-Federal participation and cooperation 


(a) Consultation with non-Federal interests.—Agencies responsible for develop- 
ing proposed programs or projects shall consult with the people of the area pri- 
marily affected and with the State and local governments concerned. This con- 
sultation shall take place at the earliest feasible stage and shall be continued 
throughout the investigation, survey, and planning, so that the views of these 
groups and governments may be fully considered, and that they may be fully in- 
formed as to the President’s policies. As part of this consultation, the affected 
groups and governments shall be furnished with the pertinent data necessary to 
permit them to evaluate the physical and economic effects of the proposed pro- 
gram or project. Formal consultation need not be repeated at the time budget 
estimates to initiate a program or project are being prepared; however, budget 
estimates shall include the latest information on the views of these groups and 
governments as to priorities of project development, scheduling of construction, 
and willingness to comply with requirements for local participation. 

(b) Character and extent of non-Federal participation.—Reports on proposed pro- 
grams and projects shall contain information setting forth those activities, func- 
tions, and developments associated with the project which fall within the area of 
State, local, and private initiative and responsibility, including an assessment of 
the financial and technical capabilities and the intent of non-Federal participants 
with respect to the planning and execution of their share of the work. If a pro- 
posed Federal program or project does not represent effective resource develop- 
ment with minimum Federal cost or calls for substantial Federal participation, the 
report shall explain the overriding considerations which justify recommending the 
project. Where impediments to a partnership approach are known to exist, infor- 
mation shall be given in the report as to the prospect for their timely removal. 

(c) Federal participation in non-Federal developments.—Where a water resource 
development invovling a Federal interest can be more economically achieved 
through participation in a non-Federal undertaking, the agency responsible for 
the Federal interest, if additional legislative authority is necessary, shall propose 
legislation authorizing a Federal payment to the non-Federal sponsors to cover a 
share of the cost of the project, rather than proposing direct Federal construction. 
In such cases, proposed Federal payments to non-Federal interests shall be based 
on an equitable allocation of the costs of the project among the various purposes 
to be served and an equitable share of these costs by identifiable beneficiaries, 
consistent with the standards of this circular. Such payments shall be contingent 
upon a determination that the non-Federal sponsors are willing and able to modify 
the proposed development or otherwise to incorporate suitable features to achieve 
the Federal purpose; that such sponsors provide facilites required by the Federal 
Government and agree to operate those facilities in accordance with regulations 
to be prescribed by the Federal agency concerned; and that the project as modified 
is the most economical means of achieving the proposed multipurpose develop- 
ment. Where the Federal Government has completed the investigation and 
prepared the plans for the entire project, the proportionate share of the cost of 
such investigation and planning allocable to non-Federal purposes shall be de- 
ducted from the Federal contribution, 


11. Relation of program or project to development of a river basin 


For a program or project which will use or affect the water resources of a river 
basin, the report shall give evidence that the proposed program or project is clearly 
consistent with sound comprehensive development of the river basin. Where the 
program or project has been formulated as part of a comprehensive plan for de- 
velopment of the river basin, the report shall indicate the place of the program or 
project in the plan for development of the basin. Where the program or project 
has not: been formulated as part of a comprehensive basin plan, the report shall 
explain to the extent practicable, the reasons for proposing to develop the program 
or project independently of other basin developments, indicate the probable devel- 
opment which will later be undertaken in the basin, and demonstrate the consist- 
ency of the program or project being proposed with the later developments needed 
for comprehensive development of the basin. 


12. Relation of program or project to local, regional, and national needs 


The report on any water resource program or project shall contain an analysis 
of the relation of the program or project to the economie development of the local- 
ity and region in which it is located. This analysis shall include, insofar as they 
affect the program or project, a description of the present economy of the locality 
and region, and changes in the economy which can be expected on the basis of 
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present trends, any specific economic problems peculiar to the locality and region, 
and a statement of the manner in which the program or project contributes to the 
sound economie growth of the locality and region. In addition, the analysis shall 
indicate whether execution of the program or project and, within practical limits, 
execution of each separable part will be more economical than alternative means 
available in the locality and region for providing the types of goods and services 
to be produced by the program or project. 

The report shall also contain an analysis of the relation of the program or 
project to national needs. This analysis shall be as complete as available infor- 
mation from Federal agencies and other sources will permit. The analysis shall 
indicate the relation between the goods and services to be produced by the 
program or project and reasonable projections of national needs for these goods 
and services. ithin practical limits, the analysis shall also include a comparison 
of the relative economy of the program or project and of alternative means avail- 
able on a national basis for providing the types of goods and services to be pro- 
duced by the program or project. 


13. Benefit-cost analysis 


In order to evaluate a proposed program or project in the light of the general 
criterion stated in paragraph 9 (d) above, the report shall contain all pertinent 
data relating to the formulation of the program or project and its benefit-cost 
analysis, including a concise but complete estimate of all the benefits and all the 
costs of the program or project at the scale of development proposed by the 
agency submitting the report. Where the proposed development is an addition 
to an existing project, only benefits attributable to the addition shall be used 
for purposes of justification. The estimates should be made from an overall 
public or national viewpoint. 

In addition, the report shall include a statement of (a) the extent to which the 
benefits attributable to each purpose of the program or project exceed the costs 
of its inclusion; (b) the extent to which each project or separable segment is more 
economical for accomplishing a given purpose than any other undertaking, 
public or private, that could reasonably be expected in the absence of the project, 
but which would be displaced or precluded if the project were undertaken; (ec) 
the extent to which the project has been formulated to provide for the maximum 
potential development of the site or sites for all justifiable purposes; and (d) the 
extent to which those features included in the project report for current con- 
struction have been justified. 

Wherever appropriate, estimates of benefits and induced costs shall be expressed 
in monetary terms. Where monetary estimates cannot reasonably be made, the 
relative significance of such benefits and induced costs shall be stated in as precise 
and quantitative terms as possible. Estimates shall be based on the most likely 
expestations. Because long-term estimates are subject to varying degrees of 
error, each benefit-cost analysis should indicate the principal sources of variation 
and the probable reliability of the estimates contained in the analysis. 


14. Types of benefits to be included in benefit-cost analysis and standards for meas- 
uring benefits 

All estimates of benefits resulting from a program or project shall be accom- 
panied by supporting data sufficient to explain the assumptions upon which the 
benefit estimates rest; to permit reconstruction of the benefit estimates from these 
assumptions; and to judge whether computed benefits are reasonably in line with 
those expected by beneficiaries as the basis on which they would be willing to share 
in the financing of costs. 

Estimates of annual benefits shall not be based on a simple projection of benefits 
expected as of the beginning of project life, but shall take full account of such 
changes as decreases in oe tt capacity and efficiency and possible techno- 
logical obsolescence during the life of the program or project. 

nless the report on the proposed program or project sets forth clear justifica- 
tion for considering other categories, main reliance in the review of the benefit-cost 
analysis prepared in accordance with paragraph 13 above shall be placed on the 
following categories of primary benefits: 

(a) Reduction in losses, including damage from water and sediment, to land 
and other public and private property ; increases in net income from more intensive 
or changed use of property; and prevention of loss of life made possible by flood 
control. 

(b) Increases in net income from additional production or reduced production 
costs on lands on which watershed treatment measures are to be installed. 
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(c) Increase in net farm income from additional production or reduced cost of 
production of farm products as a result of reclamation of land. 

(d) In the case of navigation projects other than harbor and channel projects 
for small boats, the differential in the cost of moving traffic by the waterway as 
compared with: 

(1) The cost of land transport for traffie which would move by land in the 
absence of the project. 

(2) The cost of transport over an existing waterway for traffic which would 
move by such means in the absence of the project. 

(3) The value of transportation service for traffic which would not move in 
the absence of the project. 

Rates charged users for transportation service frequently differ from trans- 
portation costs. Rates should be used only where the time and expense of com- 
puting approximate costs is prohibitive. 

(e) Direct benefits from harbor and channel improvements for small boats, 
including the increase in use of pleasure craft, any savings in transportation costs, 
and any increased income from commercial fishing. 

(f) Direct benefits of shore protection, including reductions in damages and 
losses in income or property and increases in expected income or values from 
higher uses of property. 

(g) Value of power produced by the project as defined in paragraph 25b below. 

(h) Value of municipal, industrial, and domestic water supply to be furnished, 
measured by the cost of obtaining equivalent supply from the cheapest alternative 
source that would most likely be used in the absence of the project, including the 
cost of development of the same source of water by the water users themselves 
as one of the alternatives. 

(i) Increases in the value of recreation and fish and wildlife resources. Al- 
though such benefits are usually not subject to measurement in monetary terms, 
complete information, in terms of the amount and type of expected use of recrea- 
tion and fish and wildlife developments, shall be furnished in the benefit-cost 
analysis. 

(7) Savings in the cost of water treatment or increases in the value of streams 
for industrial, municipal, and domestic water supply and other uses through the 
abatement of water pollution; and reductions in the cost of pollution abatement 
made possible by stream flow augmentation. Such benefits shall be calculated in 
terms of the savings in the cost of such direct water and waste treatment measures 
as the public health authorities concerned would normally specify, and the value 
of any improvement in the quality or quantity of water for all uses beyond the 
standards that. would result from such direct treatment measures. 

Until standards and procedures for measuring secondary benefits are estab- 
lished by amendment of this circular, the benefit-cost analysis of any program 
or project shall be based upon primary benefits. Because all benefit estimates 
are to be made from a national viewpoint, secondary benefits may not be included 
in a benefit-cost analysis if similar benefits would accrue from alternative uses of 
the resources to be invested in the program or project for which the analysis is 
being made. Despite the importance of effects which are local or regional rather 
than national in character, such effects shall not be considered as part of the 
benefit-cost analysis; rather, these effects shall be fully evaluated as part of the 
analysis of the relation of the project to sound local and regional economic develop- 
ment which is to be made in accordance with the criteria set forth in paragraphs 9c 
and 12 above. 


15. Associated and induced costs 


The associated costs to be incurred and induced costs which will result from a 
proposed program or project shall be subtracted from benefit estimates before a 
comparison of benefits and costs is made. Induced costs shall be evaluated as 
extensively and fully as benefits. Induced costs include such effects as: 

(a) Displacement of people. 

(6) Decreased value of lands, minerals, water quantity or quality, and other 
water or related land resources, where not reflected in market values. 

(c) Adverse effects upon sanitation, transportation, highway construction or 
maintenance, or other activities reasonably foreseen as being affected by the 
program or project. 

(d) Net inerease in cost of services and net decrease in revenues of State and 
local governments affected by the program or project, to the extent not otherwise 
accounted for in the analysis. 

(e) Uncompensated losses of, or damages to, fish and wildlife resources, recrea- 
tional resources, and scenic, archeological, or historical values. 





30 CONSERVATION AND DEVELOPMENT OF WATER RESOURCES 


(f) The value of services in excess of operation and maintenance costs which 
would have resulted from use of structures or facilities that are to be wholly or 
partially displaced or abandoned as a result of the program or project, to the 
extent not otherwise accounted for in the analysis. 

(g) The annual productive value of lands and other property acquired for 
project purposes that is in excess of annual costs of acquisition, to the extent not 
otherwise accounted for in the analysis. 


16. Prices to be used in benefit-cost analysis 


Estimates of initial investment costs shall be made on the basis of prices current 
at the time of the analysis. Estimates of benefits and deferred costs, including 
annual operation and maintenance costs, shall be presented in the project report 
on two bases: (a) Prices current at the time of the analysis and (b) projected 
prices. Projected prices shall reflect any shifts in the relative exchange values 
of goods and services connected with the program or project which can reasonably 
be predicted on the basis of current trends and expectations. They shall exclude 
changes resulting from changes in the general price level and should assume 
relatively full-employment conditions for economy. 

Price projections for individual commodities or groups of commodities will be 
developed by the Departments of Agriculture and Commerce in consultation with 
the other agencies responsible for water-resource development and with the Bureau 
of the Budget and the Council of Economic Advisers. The long-range price pro- 
jections to be used in estimating benefits and deferred costs will be announced 
from time to time by the Director of the Bureau of the Budget. 


17. Interest rates 


For purposes of estimating reimbursement and making a benefit-cost analysis 
the interest rate on any project costs to be incurred by the Federal Government 
will be announced from time to time by the Director of the Bureau of the Budget 
on the basis of the current Federal long-term borrowing rate. Interest on any 
project costs to be incurred by non-Federal groups shall be estimated on the basis 
of the borrowing rate which would most likely be paid by these groups; however, 
the rate used for any non-Federal public investment shall not be less than the 
Federal long-term borrowing rate. Where private investments are involved, the 
applicable private market rate shall be used. 

Where expected future benefits are discounted to present worth, the interest 
rate used should depend on the degree of certainty with which the benefits will 
accrue in the amount estimated, but shall in no case be less than the Federal 
long-term borrowing rate. 

The report on any proposed program or project involving reimbursement of 
costs with interest shall provide (a) that the actual interest rate to be used to 
determine reimbursement shall be set by the Secretary of the Treasury at the 
time of initiating construction of the program or project, and (b) that the Secretary 
of the Treasury shall determine the interest rate by taking into account the aver- 
age annual yield to maturity, on the basis of daily closing market bid quotations 
during the month of June next preceding the fiscal year in which construction 
begins, on all interest-bearing marketable obligations of the United States having 
a maturity date of 15 or more years from the Ist day of that month, and by 
adjusting such average annual yield to the nearest one-eighth of 1 percent. 


18. Cost-sharing and reimbursement 


In order to evaluate a proposed program or project in accordance with the 
general criterion in paragraph 9 (a) above, the report shall contain complete 
information on the proposed cost-sharing and reimbursement arrangements. This 
shall include a statement indicating: 

(a) Any identifiable groups, localities, or districts receiving benefits from the 
program or project. 

(6) The financial feasibility of the reimbursable features of the program or 
project. Where repayment of reimbursable features is to be made over a period 
of ee a tentative schedule of payments to the Federal Government shall be 
included. 

(c) Any non-Federal contributions to the costs of the program or project. 
Where cash contributions by non-Federal interests are required, such contribution 
shall be stated as a percentage of the initial investment costs rather than in dollars. 
Where the availability of funds is contingent upon legislative or other action by 
State and local governments or private groups, this fact shall be noted. With 
respect to any further costs to be borne by non-Federal interests, such as contribu- 
tions of property, the nature of such cost-sharing requirements shall be described. 
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(d) Any Federal contribution proposed and the net effect on the Federal 
Treasury. Where interest on any part of the initial investment costs is waived, 
the statement shall include an estimate of the total amount of such interest, 
including interest during construction and interest during the repayment period. 
With respect to nonreimbursable costs, the authority relied upon in declaring such 
costs to be Federal costs shall be cited. 


19. Project formulation, justification, and repayment periods 


(a) Length of project-formulation period: The period of project usefulness 
which shali be used in project formulation and in fixing the scale of development 
shall be determined by the agency proposing the project. The agency shall take 
into account (1) the possibility of compensating for anticipated future loss of 
capacity or other possible impairment of service by making later additions to the 
project rather than by incurring additional costs at the time of initial construction, 
and (2) the possibility of later increases in the size and scope of the project to pro- 
vide additional services. In determining whether to incur additional costs ini- 
tially or in the future, a comparison should be made between the cost of such 
additional facilities at the time of initial construction and the present net worth 
of the cost of such additional facilities when the need arises. he project report 
shall contain sufficient data to explain the proposed initial size and scope of the 

roject. 

F (6) Period to be used in project justification: The benefit-cost comparison con- 
tained in the report on any program or project shall be calculated (1) on the basis 
of a period not to extend more than 50 years beyond the date, as determined by 
the sponsoring agency, on which benefits from the program, project, unit, or 
feature will be available to the beneficiaries, or (2) on the basis of the expected 
useful economic life of the program or project, whichever is less. Where the agency 
proposing a program or project can demonstrate, in accordance with the criteria 
set forth in paragraph 19 (a) above, that substantial additional costs will have to 
be incurred at the time of initial construction in order to extend in the most eco- 
nomical manner the life of the program or project beyond 50 years or to provide 
capacity which will not be used within 50 years, such costs may be separated from 
the other costs and justified separately. Any such separate analysis shall include 
justification for the assumption that the life of the program or project will be longer 
than 50 years. 

(c) Repayment period: Rates and other charges for the products or services 
of a program or project, or a feature or unit which can be separated for repay- 
ment purposes, shall be so set that repayment of the reimbursable portion of the 
initial Federal investment in the program, project, unit, or feature, including all 
operating and maintenance costs, can be accomplished within its useful economic 
life, but no later than 50 years after the date, as determined by the sponsoring 
agency, on which benefits will be available to the beneficiaries. 

The reimbursable costs of a major improvement, modification, addition, or un- 
anticipated replacement shall be scheduled for repayment within (1) its estimated 
useful economic life, (2) the remaining useful economic life of the program or 
project estimated at the time such improvement is added, or (3) 50 years, which- 
ever is less, following the date, as determined by the sponsoring agency, on which 
benefits from the improvement will be available to the beneficiaries. Subject to 
the above limitations, rescheduling of repayment of the unliquidated balance of 
the initial Federal investment, including unpaid interest and other charges, may 
be proposed where major replacements, modifications, additions, or unanticipated 
replacements are made to programs or projects serving power and domestic, 
municipal, or industrial water supply. 

A separate estimate of the benefits and costs and, where practicable, of the 
revenues, shall be made for each major improvement, modification, addition, or 
unanticipated replacement to an existing program or project. Where the market- 
ing of the goods or services of a program or project is inseparable from the market- 
ing of the same types of goods and services from other programs or projects, as 
in the case of power, rates and charges shall be based on the cost of all the facilities 
serving the same system, but shall be set at a level which will enable the cost of 
each program or project to be repaid in the manner set forth above. 


20. Allocation of costs 


The report on any program or project shall include a tentative allocation of the 
costs to the several purposes to be served, which shall be used as the basis for 
the proposed reimbursement and cost-sharing arrangements included in the 
report. The agency responsible for construction of the program or project is 
responsible for (1) making the initial tentative allocation of costs among the 











32 CONSERVATION AND DEVELOPMENT OF WATER RESOURCES 


purposes to be served by a program or project; and (2) making a revised cost 
allocation prior to the submission of a budget estimate to initiate the program 
or project, if the designated use, the scope, or the estimated costs have changed 
materially. Where such changes have taken place, the agency shall also indicate 
the reasons. Other agencies having responsibilities with respect to various pur- 
poses of the program or project, such as power marketing, rate approval, reclama- 
tion, navigation, and flood-control regulation, shall be afforded full opportunity 
to consult and make their views known at both these stages in the determination 
of the cost allocation. 

Sufficient supporting data shall be included in the report to explain the cost 
allocation made and the assumptions upon which it rests, and to permit recon- 
struction of the allocation from the basic assumptions. As far as possible, the 
data used to allocate joint costs should be computed in a comparable manner 
for all purposes of the program or project, as limited by paragraph 20c below. 
Where limitations of data require special treatment of the allocation to one of 
several purposes of a multiple-purpose priest the basis upon which the alloca- 
tion to that purpose is made shall be fully set forth and justified. 

(a) Subject to the criteria set forth in paragraphs 20b and c, and 27, 28, and 
29 below, costs shall be equitably allocated only to the following purposes: 

(1) Flood-control and flood-damage reduction. 

(2) Watershed improvement, 

(3) Navigation. 

(4) Reclamation. 

(5) Electric power and energy. 

(6) Domestic, municipal, or industrial water supply. 
(7) Recreation. 

(8) Fish and wildlife development. 

(9) Pollution control or abatement. 

(b) Costs shall be allocated to the several purposes for which they are under- 
(3) be cm, the separable costs-remaining benefits method, except as indicated in 

elow. 

(1) The separable costs-remaining benefits method provides that each purpose 
of a multiple-purpose program or project shall be first allocated its separable 
costs. Subject to paragraph 20¢ below, joint costs shall then be allocated among 
the purposes in such a manner that each purpose will share equitably in the 
savings resulting from the combination of purposes in a multiple-purpose develop- 
ment. Such allocation of joint costs should be in proportion to the benefits 
remaining for each purpose after subtracting its separable costs. Where alter- 
native costs are less than benefits, such costs shall be used in place of benefits 
in making the cost allocation. 

(2) An approximation of separable costs may be made where the necessary basie 
data are not available and the time and expense necessary to obtain such data are 
not warranted. Such approximation shall include the specific costs of the purpose 
involved and an estimate of the costs of joint project facilities traceable to that 
purpose based on the best data available. 

(3) Use of a method of allocating joint costs other than the separable costs- 
remaining-benefits method may be used in the following special cases: (a) where, 
because of special circumstances, a different allocation method is considered to be 
superior; or (b) where, because of special circumstances, it may not be feasible to 
obtain data on benefits and alternative costs. A full explanation of the reasons 
for employing such different allocation method shall be included in the report. 

(c) Allocations of costs to recreation, fish and wildlife, and pollution control or 
abatement shall be limited to the separable costs of these purposes, subject to the 
standards set forth in paragraphs 27, 28, and 29 below. 


21. Additional standards relating to flood control 


(a) In the preparation of any program or project report concerned with flood 
control, the agency proposing such program or project shall give consideration in 
the report to all methods of preventing or reducing flood damage in each particular 
instance and shall include a report on the most effective and most economical 
choice or combination of one or more of the following methods of alleviating flood 
damage: 

(1) Flood-plain development and redevelopment, relocation, and zoning. 

(2) Sedimentation and runoff control. 

(3) Storage of flood waters on cultivated fields, other watershed lands, or 
underground through appropriate measures. 

(4) Levee and flood-wall construction. 

(5) Reservoir storage. 
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(6) Channelization, channel improvement and rectification, bank stabilization,, 
and floodways and diversions. 

(7) Flood forecasting. 

(8) Such other measures as will result in effective flood-damage prevention 
or control. 

Where the report recommends a plan of improvement other than the most 
economical method or combination of methods, the report shall include a state- 
ment as to the reasons for such recommendation. 

If the agency preparing such a report finds that flood damage can be prevented 
most effectively and economically through adoption by States, local governments, 
or districts of programs for flood-plain development and redevelopment, relocation, 
and zoning, or other similar measures, either in substitution for, or as a supplement 
to, construction of flood-control works, it shall include in the report information 
as to the extent to which it may be feasible to enter into arrangements with such 
States, local governments, or districts in order to provide Federal assistance to 
them in carrying out such measures. This shall include a statement of the agency’s 
efforts to induce such bodies to take concrete steps leading to their assumption 
of these responsibilities, including an assessment of the prospects for favorable 
action by the legislature or other Government body. 

In proposing such arrangements and entering into specific negotiations with 
State or local bodies, the percentage of the cost which may be borne by the 
Federal Government as assistance to State and local governments or districts 
for such measures shall not exceed the percentage of costs which the Federal 
Government would bear in applying the next most economically justified method 
of obtaining comparable flood damage reduction benefits; provided, however, 
that this requirement may be modified when it can be shown that an increased 
percentage of Federal contribution would lead to a least-cost solution. 

(b) Reports will be reviewed in accordance with the criterion that the costs 
attributed to flood control shall be shared between the Federal Government and 
the identifiable beneficiaries on the basis that: 

(1) For local flood-protection works, non-Federal interests shall contribute at 
least 50 percent of project costs, unless a lesser contribution is justified on the 
basis of special circumstances. In any event, non-Federal interests shall con- 
tribute the cost of lands, easements, and rights-of-way; operation and maintenance 
costs; and such other costs as the sponsoring agency determines are feasible and 
equitable in the light of anticipated flood control benefits. 

(2) For reservoir projects, beneficiaries identifiable by the proposing agency 
as receiving substantial flood-control benefits shall contribute at least 50 percent 
of the share of project costs attributable to them, unless a lesser contribution is 
justified on the basis of special circumstances. 

(3) In projects involving substantial benefits to a localized area through making 
possible a greater financial return for the property protected, non-Federal interests 
shall contribute not less than 50 percent of the share of the initial investment 
costs attributable to such benefits. 


22. Additional standards relating to watershed protection 


(a) Full recognition shall be given, in the planning of any watershed-protection 
program or project, to the relationship getween land-treatment measures and 
any associated structural improvements in the watershed required for the con- 
trol of water and sediments, and to the relationship of both measures to major 
river-control structures downstream. The necessity of undertaking land-treat- 
ment measures such as stripcropping, contour plowing, terracing or pasture 
seeding, and installation of associated land-stabilization structures concurrently 
with or prior to construction downstream of structures for the control of water 
and sediments, such as small storage dams, debris, and sediment-detention basins, 
or bank-erosion-control structures, shall be fully recognized in the planning of 
any proposed watershed-protection program or project. 

(b) Reports on watershed protection shall include detailed data on the economic 
evaluation of the proposed improvements. Structural improvements for the 
control of water and sediments shall, insofar as feasible, be evaluated separately 
from land-treatment measures. Improvements or measures in other category 
shall be recommended only if justified economically in accordance with the 
general criteria set forth in this circular. 

(c) The costs of land-treatment measures proposed in watershed-protection 
reports shall be allocated, as appropriate, between watershed improvement and 
flood-damage reduction, in the manner set forth in paragraph 20 above. The 
Federal share of the cost of such measures shall not exceed the rate of assistance 
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provided by law for similar practices under existing national conservation pro- 
grams. 

(d) The cost of structural improvements for water or sediment control pro- 
posed in watershed-protection reports shall be allocated to the several purposes 
which these improvements serve in accordance with the criteria given in paragraph 
20 above. Costs allocated to purposes other than flood-damage reduction shall 
be shared in accordance with the standards set forth for these purposes in other 
parts of this circular. Identifiable beneficiaries receiving flood-damage reduction 
benefits shall contribute at least 50 percent of the share of the project costs 
attributable to them, unless a lesser contribution is justified on the basis of 
special circumstances. In any event, identifiable beneficiaries shall contribute 
the cost of lands, easements, and rights-of-way; the cost of operation and mainte- 
nance; and such other costs as the agency proposing the program or project 
determines are feasible and equitable in the light of anticipated benefits. 


23. Additional standards relating to navigation 


(a) Recreational-boating benefits shall be considered as a special class of 
navigation benefits. In programs or projects having such benefits, non-Federal 
interests shall contribute at least 50 percent of the share of the cost of the general 
navigation facilities attributable to recreational-boating benefits, exclusive of 
additional items of local participation which may be required. 

(b) Enhancement of land calen resulting from a navigation project shall be 
considered as special benefits, for which non-Federal interests shall contribute 
at least 50 percent of that part of the project cost attributable to the special 
benefits, exclusive of additional items of local participation which may be required. 

(c) Benefits consisting of transportation savings from traffic primarily serving 
a single beneficiary or clearly local in effect rather than having significance to the 
general public, and improvements involving activities where normal competitive 
conditions will not obtain, shall also be considered as special conditions warranting 
a non-Federal contribution as in paragraph 23 (b) above. 

(d) Where navigation benefits of the types described in paragraphs 23 (a), (6), 
and (c) above are predominant, non-Federal interests, in accordance with the 
criteria set forth in paragraph 10 (b) above, shall be expected to give special 
justification for having the Federal Government undertake such a project, since 
it is expected that projects of this type will ordinarily be built by local interests 
and the pertinent information shall be included in the report. 


24. Additional standards relating to reclamation 


(a) Appraisal of reclamation benefits. The report on any program or project 
having significant reclamation benefits shall include an appraisal of their economic 
aspects, including an analysis of the effect on the short-range and long-range 
agricultural needs of the locality or region in which the program or project is 
located, and the relation of the reclamation benefits to national agricultural goals. 
This appraisal shall be prepared in cooperation with the Department of Agri- 
culture. For this purpose, the sponsoring agency shall give reasonable notice to 
the Department of Agriculture of its intention to undertake an investigation and 
evaluation of a program or project having significant reclamation benefits, and 
shall request the cooperation of the Department of Agriculture in the appraisal 
of the economic aspects of the program or project. If the cooperation of the 
Department of Agriculture is not provided after reasonable notice, the sponsoring 
agency may proceed independently with the investigation of the program or 
project. 

(6) Repayment of irrigation costs. Consistent with the standards of this 
circular relating to economic justification and repayment, irrigation project 
reports submitted for authorization by Congress may propose repayment, in 
annual installments, of initial investment costs within not more than 50 years 
after completion of construction, with allowance, when required, for an additional 
development period not to exceed 10 years. 

Where the cost allocated to irrigation is in excess of the amounts which can be 
repaid within 50 years by water users and other identifiable irrigation beneficiaries, 
use of net revenues from other purposes associated with the project which are in 
excess of revenues required to repay the costs, including interest, of these other 
purposes, may be proposed to help repay the cost allocated to irrigation within the 
50-year period. 

here repayments from irrigation beneficiaries, together with any net revenues 
of any other purposes are insufficient to provide full repayment of irrigation costs 
within 50 years, the report may propose authorization of the project, subject to the 
following requirements: The report, in accordance with paragraph 18 above, shall 
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(1) identify the initial investment costs which are in excess of the sum of the 
anticipated repayments within 50 years, and (2) propose that such excess initial 
investment costs be borne by the ederal Government as a contribution to irriga- 
tion. The letter of transmittal to the Congress shall contain proposed authorizing 
language stating the amount and composition of such contribution. 


26. Additional standards relating to power 


(a) Proposals for the incorporation of power features in a program or project 
shall be made in accordance with the principle that the total costs alloeated to 
power, with interest, will be fully reimbursable. For this purpose, the report 
shall include an estimate of revenues to be obtained from the sale and disposition 
of power and any other funds which may be derived from the generation, trans- 
mission, sale, and disposition of such power or incidental activities. 

(b) The value of power produced, to be used as the measure of primary power 
benefits, meaus the estimated market value as determined by the lower of two 
figures: 

ett) The estimated costs which would be incurred to obtain power from the most 
likely alternative source expected to develop in the absence of the program or 
projects, to meet the same power needs, with appropriate adjustment for trans- 
mission costs and losses and other technical factors. 

(2) The estimated value of power to users, applicable where costs of alternative 
power would exceed the value to users of part or all of the power produced. 

(c) Where benefits are to be used in project formulation or in allocations of 
costs, the power benefits to be used shall consist of primary power benefits as 
defined in paragraph 25 (b) above. Where benefits are measured by the costs of 
hypothetical alternative single-purpose projects for purposes of allocating the 
joint costs of a proposed project, the costs to be used for the alternative single- 
purpose power project shall be the costs which would actually be incurred for the 
alternative source of energy—private, Federal, or other—that is available or could 
be expected to develop in the absence of the project to meet the same power needs. 

(d) In addition to showing whether primary power benefits exeeed the costs of 
including power as a purpose, the report on any project containing power features 
shall also compare the costs of including power with the costs of the alternative 
power source with tax and interest charges for the project and the alternative 
power source on a comparable basis. A power purpose which does not show 
favorable economic justification on the basis of both comparisons shall not be 
included in a project unless other overriding considerations dictate its inclusion. 
Overriding considerations might include such factors as substantial conservation 
benefits from developing hydroelectric power. Where considerations of this 
nature are the basis for inclusion of power, detailed justification shall be included 
in the report to show that these considerations outweigh the unfavorable economic 
justification of the power features. 

(e) Inclusion of power-generating facilities in a proposed project shall be based 
on the assumption that the proposed power facility will, to the maximum extent 
practicable, be fully integrated with other generation and transmission facilities. 
serving the region, in order that the magnitude of the installation, the character- 
istics of the power to be generated, and the proposed plan of operations will be 
such as to develop the power potential at the site in the most efficient and useful 
manner. 

(f) When a program or project contemplating immediate or eventual construc- 
tion of power facilities is proposed for legislative authorization, the report shall 
include statements of the views of the Federal Power Commission, the agencies 
concerned with marketing power produced at Federal plants in the region, and 
other appropriate agencies. Such statements will be used in determining (1) the 
market for the additional press which such program or project would make 
available, (2) the cost of such additional power at load centers, compared with the 
cost of equivalent power from alternative sources in the same region, (3) the 
revenues which would be derived from the sale of the additional power, (4) the 
effect of the program or project on the rate of depletion of the fuel resources of the 
region or Nation, and (5) the timing of the installation of generating and other 
power facilities as part of, or incidental to, the program or project. 


26. Additional standards relating to domestic, municipal, and industrial water supply 


(a) Domestic, municipal, industrial, and other similar water supply shall be 
considered primarily a local and State responsibility. The needs of communities 
and industries for water supply shall, however, be given full consideration in the 
investigations, surveys, and preparation of plans for Federal river-development 
programs and projects. 
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(b) Proposals for the incorporation in a Federal program or project of provisions 
for domestic, municipal, or industrial water supply shall be made only if the costs 
to be allocated to this purpose under the criteria set forth in paragraph 20 above 
will be fully reimbursed, with interest, by the States, local governments, districts, 
or persons served. 


27. Additional standards relating to recreation 

(a) Recreational potentialities shall be fully evaluated in the planning of pro- 

posed water-resources programs and projects. 
(b) Damages to existing recreational areas, facilities, or values, resulting from 
the program or project, shall be recognized in planning for water-resources pro- 
! grams and projects. Reports shall provide for the acquisition of land, when 
recommended by the Secretary of the Interior (or the Secretary of Agriculture, 
if a national forest is involved) to compensate for similar areas damaged. The 
costs of prevention of such damage or the replacement of such areas or facilities, 
to the extent practicable, shall be set forth. All such costs shall be considered as 
joint costs and allocated among the major purposes served. 

(c) Minimum basic facilities and services for the general protection and opera- 
tion of the program or project area and for the accommodation or protection of 
the visiting public shall be considered necessary adjuncts to the construction and 
operation of Federal projects rather than recreational facilities. Such minimum 
facilities shall include only those sanitary facilities, automobile-parking areas, 
access roads, and similar facilities which would normally be provided to operate 
the project and to accommodate the visiting public in the absence of recreational 
uses. The costs of these facilities and services shall be considered as joint costs 
and allocated to the major purposes of the project. 

(d) When modifications in the design or method of operation of a project or 
additional development in the project area, including provisions for augmenting 
low-river flows, are required in order to make recreational values available to 
the public, such modifications or developments shall be included in the project 
proposal only if: 

(1) The States, local governments or other beneficiaries agree to repay the 
costs of such modifications or developments; or 

(2) Such values are indicated in a statement by the Secretary of the Interior 
(or the Secretary of Agriculture, if a national forest is involved) as being of 
national significance in accordance with criteria set forth in paragraph 27f below; 
and if either (a) the work is proposed to be authorized as a part of the national 
park or Forest Service programs for this area and is to be financed by appropria- 
tions made for these programs, or (b) the letter transmitting the proposed report 
to the Congress contains proposed authorizing language stating the maximum 
amount of the cost of such modifications or developments which would be borne 
by the Federal Government. 

(e) When recreational values are not of national significance and State and 
local governments have indicated an inability to take steps to protect and preserve 
such values through such measures as rezoning or direct purchase, the purchase 
or setting aside of a limited amount of land may be recommended, subject to the 
following requirements: 

(1) Such lands shall be sold at cost to State and local governments, under 
appropriate regulations, within 10 years of the date of purchase; 

2) When State or local governments have not purchased such lands within 10 
years, such lands shall be offered for sale at fair market value, with preference 
given to State and local governments; and 

(3) All funds derived from such sales shall be deposited in the general fund of 
the Treasury. 

In each such case, the report shall include a specific list and description of any 
such lands and a statement by the Secretary of the Interior indicating why their 
acquisition or withdrawal is required to protect or preserve recreational values. 

In determining whether the recreational resources of a Federal water- 
resources project area are of national significance, the following criteria shall 
govern: 

(1) Whether the water-resources project is or will be a subject of continuing 
nationwide public interest. 

(2) Whether the presence within or adjacent to the water-resource project 
area of outstanding scenic, historical, scientific, or archeological values of interest 
to the general public makes development of the recreational resource a matter of 
national interest. 
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(3) Whether the relation and proximity of the water-resource project area to 
existing recreational areas of national interst are such that the development will 
supplement the program on those federally administered areas. 


28. Additional standards relating to fish and wildlife 

(a) Fish and wildlife potentialities shall be fully evaluated in the planning of 
proposed water-resources programs and projects. 

(b) Potential damages to existing fish and wildlife resources shall be recognized 
in planning for water-resources programs and projects. Reports shall provide 
for the acquisition of land when recommended by the Secretary of the Interior 
to compensate for wildlife habitat destroyed or damaged by a Federal project. 
The costs of prevention of such damages or of replacement of such resources to 
the extent practicable, including the cost of any land acquisition, shall be set 
forth. All such costs shall be considered as joint costs and shall be allocated to 
the major purposes of the project. 

(c) When modification in the design or method of operation of a project, includ- 
ing provisions for augmenting low-river flows, are required in order to make fish 
and wildlife values available to the public, such modification or development 
shall be included in the project proposal only if: 

(1) The State or local governments or other beneficiaries agree to repay the 
full costs; or 

(2) Such values are indicated in a statement by the Secretary of the Interior as 
being of national significance or within the purview of the Federal laws relating 
to fish and wildlife, and if either (a) the work is proposed to be authorized as part 
of the program of the Fish and Wildlife Service and is to be financed from appro- 
priations made for that program, or (b) the letter transmitting the proposed 
report to the Congress contains proposed authorizing language stating the maxi- 
mum amount of such costs which would be borne by the Federal Government. 


29. Additional standards relating to pollution control and abatement 


(a) The control or abatement of river pollution by means of the augmentation 
of low-river flows shall be fully evaluated in the planning of water-resources 
programs and projects. 

(b) The report on any program or project having significant pollution-contro} 
or abatement effects should include a statement of the views of the Sectetary of 
Health, Education, and Welfare on such aspects of the program or project. The 
views of the Department of Health, Education, and Welfare should be reconciled 
with the views of other agencies concerned prior to the submission of a report to 
the Bureau of the Budget. 

(c) Any reduction in pollution-control or abatement benefits derived from a 
river which would result from the construction of a proposed project shall be 
recognized in planning for water-resources programs and projects. The cost of 
preventing a reduction in existing benefits or of substituting other facilities to 
provide similar benefits shall be set forth. All such costs shall be considered as 
joint costs and shall be allocated to the major purposes of the project. 

(d) When modification in the design of a project or in the method of operating 
a project is required to accomplish pollution control or abatement, additional to 
that prior to construction of the project, through the low-flow regulation of a 
river, such modification shall be included in the project proposal only if: 

(1) Normal waste-treatment requirements have been or will be provided to 
the maximum extent practicable, and the augmenting of low-river flow is consid- 
ered to be necessary for the further control or abatement of pollution, in accord- 
ance with a comprehensive program for pollution control or abatement developed 
under the Water Pollution Control Act of 1948; and 
(2) The States, local governments, or other beneficiaries agree to pay the full 
costs. ‘ 


30. Provision in Federal water-resources programs and projects for future municipal 
or industrial water-supply requirements 

Where detailed analysis in accordance with the criteria contained in paragraph 
19a above indicates that a significant saving will result from modification or 
enlargement of the structures or facilities of a proposed project to serve anticipated 
future needs for municipal or industrial water supply, proposals for such inclusion 
will be reviewed in accordance with the following criteria: 

(a) Whether the separable costs of including the facilities for anticipated 
future needs represent not more than 15 percent of the initial investment costs 
of the affected structure or facility, unless special considerations warrant recom- 
mending a larger percentage. 
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(b) Whether all properly allocable costs of such modification or enlargement 
will be repaid within 50 years after the date on which initial use of such addition 
is begun, regardless of the degree to which the full capacity provided is utilized 
during that period. In arriving at the costs of such additions, interest on the 
initial investment during the period of deferral of any use may be waived. 

(c) Whether reasonable assurance is given by local interests at the time the 
report is prepared that initial use of the proposed modification or enlargement of 
the program or project will begin within not more than 10 years after the com- 
pletion of construction, and that a repayment contract will be signed by local 
interests prior to the beginning of construction agreeing to start repayment within 
such 10-year period unless special considerations warrant an exception. 

By direction of the President: 

———_— ———., Director. 


[Attachment A] 
CrrcutaR No. A-47 (REvIsED) 
DEFINITIONS OF CERTAIN TERMS USED IN CUCIRLAR NO. A-47 (REVISED) 


1. Additions or modifications: Substantial features or facilities that are added 
after the initial installation of the project. 

2. Associated costs: The value of the goods and services needed, over and 
above project costs, to make the immediate benefits of the project available for 
use or sale. 

3. Benefits: All identifiable increases or gains in assets or values, whether in 
goods, services, or intangibles, whether primary or secondary, and whether 
measurable in monetary or nonmonetary terms which, taking account of condi- 
tions with and without the project, are properly creditable to that project, and 
which are net of all associated costs and induced costs of the project. 

4. Induced costs: All uncompensated adverse effects caused by construction 
or operation of a program or project, whether in goods, services, or intangibles, 
and whether measurable in monetary or nonmonetary terms. 

5. Initial investment costs: All monetary outlays made and goods and services 
contributed or provided by various interests for the initial project construction, 
including contract work, materials and supplies, labor, and use of equipment; 
acquisition of lands, easements, rights-of-way, and water rights; costs of relocating 
facilities and the settlement of damage claims; interest during construction; any 
sapital expenditures for protection of public health and for preventing loss of, or 
damages to, recreatiagn, fish and wildlife and mineral resources, and scenic, 
archeological, and historical values; any capital expenditures for the replacement 
of recreation and fish and wildlife resources damaged or destroyed by the project; 
the appropriate portion of engineering, administrative, and general expenses of 
the agency relating to the project; and all other expenditures specifically applicable 
to the investigations and surveys, and the designing, planning, and construction 
of the project. 

6. Joint costs: The costs remaining after deducting the sum of the separable 
costs of the various purposes from project costs. This differs from a common 
definition of joint costs as the total cost of jointly used facilities. 

7. Major replacements: Substantial facilities or project features installed at 
infrequent intervals over the life of the project to replace earlier instaliations of 
similar facilities or features. 

8. Net revenues: The difference between the total revenues of the program, 
project, or separable purpose thereof, and the properly allocable costs of such 
program, project, or purpose, 

9. Operation and maintenance costs: All monetary outlays made and goods and 
services contributed or provided by various interests for materials and supplies, 
labor, necessary services, equipment and operating facility use, and an appro- 
priate portion of engineering, supervision, and general expenses which are needed 
to operate a project once constructed and to make repairs, minor additions, and 
replacements, and otherwise to maintain the project in sound operating condition 
during the life of the project. This includes any expenditures required by the 
project, other than capital expenditures, for protection of public health, for 
preventing loss of, or damages to, recreation and fish and wildlife resources, and 
scenic, archeological and historical values; and any expenditures required by the 
project, other than capital expenditures, for replacement of recreation and fish 
and wildlife resources damaged or destroyed by the project. 

10. Primary benefits: Benefits which result directly from the measures for which 
project costs are incurred. 
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11. Program: Any combination or system of two or more interrelated projects. 

12. Project: Any separable physical unit or several component and closely 
related units or features, or any system of measures, undertaken or to be under- 
taken within a specified area for the control or development of water or related 
land resources, which can be established and utilized independently or as an 
addition to an existing project, and which can be considered as a separate entity 
for purposes of planning, evaluation, financing, construction, or operation. Units 
or features of a proposed development which fit the above definition will generally 
be considered as separate projects. 

13. Project costs: All monetary outlays made and goods and services con- 
tributed or provided by various interests in connection with a project, such as the 
initial investment costs, major replacements, additions or modifications, and 
operation and maintenance costs; less any net salvage values of the project 
remaining at the end of the evaluation period. These costs may be expressed 
either as present values, with all expenditures converted to present worth, or as 
annual charges, which include amortization and interest on the initial investment 
costs. Where the term ‘‘costs’’ is used in other definitions or in the body of the 
circular without any prefix, reference is to “project costs,’’ unless the context 
clearly indicates otherwise. 

14. Reclamation: Making land suitable for productive agricultural use or 
increasing or maintaining its productive agricultural use by means of (1) irriga- 
tion: (2) drainage, excluding drainage undertaken under section 2 of the act of 
December 22, 1944 (58 Stat. 887), and excluding drainage undertaken solely to 
counteract the effects of flood-control works; and (3) recharging of ground waters. 

15. Salvage value: The net value, if the project were discontinued, of any 
remaining resources disposed of for other than project uses. 

16. Secondary benefits: Benefits creditable to the project other than primary 
benefits. 

17. Separable cost of any purpose: The difference between project costs with 
the purpose included and project costs with the purpose excluded. 

18. Specific cost of any purpose: The cost of facilities or features which serve 
that purpose exclusively. 





EXHIBIT 4 
COMMENTS OF THE COMPTROLLER GENERAL OF THE UNITED STATES 


COMPTROLLER GENERAL OF THE UNITED STATES, 


Washington, December 14, 1956. 
Hon. James Lk. Murray, 


Chairman, Committee on Interior and Insular Affairs, 
United States Senate. 

DEAR SENATOR Murray: Reference is made to your letter dated December 10, 
1956, in which you have requested further suggestions relating to policies and 
criteria in allocation of costs of multiple-purpose water resource projects. 

Audits by the General Accounting Office for fiscal year 1955 and previous years 
of the Department of the Interior and Corps of Engineers (Civil Functions) have 
resulted in reports to the Congress on the important Federal water resource 
development programs that include power generating and marketing operations. 
These audits have disclosed that even though projects have been in operation for 
a number of years, firm cost allocations have been made for very few multiple- 
purpose projects. Moreover, although the Federal Power Commission has been 
authorized to approve rate schedules for sale of surplus power by Interior from 
most projects authorized for construction and operation by the Corps of Engineers, 
the Commission has been given specific authorization by the Congress to make the 
allocation of construction costs in very few projects. For those projects on which 
the Federal Power Commission has not been given specific authorization to make 
the allocations of costs, a jurisdictional difference has existed between the Corps 
of Engineers, the constructing agency, and the Department of the Interior, the 
power marketing agency, as to who has the responsibility to make these alloca- 
tions. This difference has extended also to the Missouri River main stem projects 
constructed or under construction by the Corps of Engineers, except the Fort 
Peck project. 

The Corps of Engineers has consistently reported to us that a substantial and 
increasing degree of agreement on cost allocation methods and procedures has 
been achieved through the combined efforts of the three Federal agencies pri- 
marily concerned with the problem and that accordingly the matter of agency 
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responsibility for allocations has become of less importance. The Department 
of the Interior has reported similar views and has also stated that providing 
by law for the ultimate responsibility for making the allocations of costs by a 
single agency will likely raise new problems. The Department has contended 
that there must remain some area of flexibility related to the peculiar conditions 
surrounding each project and the market for the power. The Department has 
also stated that if this is not provided, or if the cost allocations were to be made 
generally from only the viewpoint of the construction agency, the differences 
between the allocations of costs to power and the maximum revenues obtainable 
in the marketing of the power could result in financial deficits or in rates which 
could price the power out of the market, particularly for the preference consumers. 

We believe that reaching firm cost allocations for projects placed in operation 
is one of the important factors needed to provide a fair presentation of the financial 
results from operations of Federal water resource projects. Some of the projects 
have been in operation for more than 10 years, and the continued use of nonfirm 
and unagreed upon construction cost allocations for projects in operation makes 
financial data on such projects progressively less reliable. The failure to reach 
firm cost allocations acceptable to both the Corps of Engineers and the Depart- 
ment of the Interior supports our view that the matter requires resolution by the 
Congress. 

Interagency agreements are helpful and can minimize areas of difference for 
projects where policies and practices have not been firmly established by past 
actions. However, the Wolf Creek, Center Hill, and Dale Hollow projects in the 
Cumberland River Basin illustrate the difficulties of resolving differences when 
two agencies remain firmly divided as to fundamental principles. The rate estab- 
lished by the Department of the Interior for power sales from these projects was 
designed to repay the costs allocated to power determined through use of the 
incremental method of cost allocation and a 2-percent interest rate. The Depart- 
ment of the Interior procedures result in a determination of a total Federal invest- 
ment in the projects at June 30, 1956, of $155,691,000, including interest on con- 
struction, and an allocation to power of construction costs of $102,446,800. The 
corps, however, uses the separable costs-remaining benefits method of cost allo- 
eation and a 2.5-percent interest rate for the three Cumberland projects which 
results in a determination of a total Federal investment of $157,779,161, including 
interest on construction, and an allocation of construction costs to power of 
$114,083,000. Until full agreement between the agencies is reached on cost 
allocations, and the rate schedules related to such fully agreed upon cost alloca- 
tions, the firm amount of the Federal power investment in the Cumberland proj- 
ects to be repaid by power and the current status of the repayment will remain 
in doubt. 

To resolve the matter of reaching firm cost allocations, we believe that the 
Congress could take one of the following alternative courses of action: 

1. Establish policies and criteria for making the cost allocations, and designating 
specifically the agency to make the allocation where one agency constructs the 
project and another agency markets a product of the project. In this case the 
Congress may want a firm-cost allocation report submitted to it for review, and 
such report also to include the views of the interested agency not having the 
responsibility for the cost allocation. The Congress may want to define the role 
of the Federal Power Commission in these allocations. 

2. Establish policies and criteria for making the cost allocations and designating 
the Federal Power Commission to make the firm-cost allocation, wherever power 
is a purpose in the project. In the Columbia River Basin, the Federal Power 
Commission has been specifically designated by the Congress to make the alloca- 
tions on the Bonneville Dam, McNary Dam, and lower Snake River projects. 
The Commission also was designated to make the allocation of the Fort Peck 
project. 

3. Establish policies and criteria for making the cost allocations and requiring 
the constructing agency, the power marketing agency, and the Federal Power 
Commission jointly to submit appropriate reports on allocations of costs to the 
Congress, or its designated committees, to approve an allocation. 

Under either alternative, we believe that the Cengress should require that the 
cost allocations or the report on proposed cost allocation, be made and submitted 
about the time the project is substantially completed and placed in operation. 

Policies and criteria used for cost allocations and related matters have not been 
uniform between the agencies having water resource development responsibilities. 
Notwithstanding the efforts in recent years of the Inter-Agency Committee on 
Water Resources (and its predecessor, Federal Inter-Agency River Basin Com- 
mittee), the Presidential Advisory Committee on Water Resources Policy, and 
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the Bureau of the Budget to formulate mutually acceptable principles and pro- 
cedures, we believe that the Congress should provide the basic framework of 
policies and criteria. Among the factors in which the congressional intent may 
be expressed are: 

1. Benefits and costs to be considered in the benefit-cost analysis for the 
evaluation of projects and in the allocation formula. Under this factor the 
Congress may want to consider the degree to which secondary benefits and in- 
direct costs are to be included in determining the total benefits and total costs. 

2. Costs to be included for purposes of allocation and to be repaid by bene- 
ficiaries; that is, whether interest on the Federal investment, costs of other 
Federal agencies applicable to the project, and similar costs not paid directly by 
the constructing agency are to be classified and recorded as costs of the projects. 

3. Number of years to be used as the basis for realization of project benefits 
and repayment of reimbursable project costs. 

4. Rate of interest and method of computation. 

5. Costs applicable to other purposes to be repaid by power revenues. 

6. The purposes to which costs are to be allocated and the criteria for allocation. 

We agree that some flexibility is needed in applying fixed policies and criteria 
to the peculiar conditions that may surround particular projects. However, we 
believe that this flexibility can be provided through permitting deviations by the 
proposing agency from the congressional established policies and criteria, but with 
full explanation on these deviations and the specific reasons in the project plan 
and other reports submitted to the Congress for authorization or initial appro- 
priation of funds for construction of the project. 

We are happy to be afforded the opportunity to present the additional sug- 
gestions in this matter to your committee. However, we believe that resolving 
the matter of cost allocations is but one part of the problem in establishing 
adequate financial administration of the Federal power operations. We shall be 
happy to discuss these matters further with you or your committee staff should 
you so desire. 

Sincerely yours, 
JoserpH CAMPBELL, 
Comptroller General of the United States. 





Exuipit 5 


FEDERAL PoWER CoMMISSION COMMENTS ON SENATE RESOLUTION 281, A RESOLU- 
TION RELATIVE TO THE CONSERVATION AND DEVELOPMENT OF LAND AND WATER 
RESOURCES 


The principal objectives of Senate Resolution 281 are stated in section 6 which 
directs the Senate Committee on Interior and Insular Affairs and the Senate 
Committee on Public Works, jointly, ‘“‘to study in consultation with other appro- 
priate committees and executive agencies, and to design and formalize a compre- 
hensive and particularized set of standards and overall criteria for the evaluation 
of all proposed projects for the conservation and development of land and water 
resources,’ with particular attention to the factors set out in section 4 of the 
resolution, viz, ‘‘all potential utilizations, costs, allocations, payout, and benefits, 
both direct and indirect.’”’ Pursuant to this section of the resolution the chairman 
of the Senate Committee on Interior and Insular Affairs requested the comments 
of the Federal Power Commission in this matter by letters dated August 14 and 
17, 1956. 

The role of the Federal Power Commission with respect to water-resources 
development is defined and limited by congressional enactments. The licensing 
function, which is the Commission’s oldest activity, dates back to the Federal 
Water Power Act of 1920, now part I of the Federal Power Act. Pursuant to that 
authority, the Commission issues licenses to non-Federal interests, including 
citizens, corporations, States, and municipalities, authorizing the construction, 
operation, and maintenance of water-power projects on Government lands and 
on streams over which the Congress has jurisdiction. It may also issue licenses 
to such non-Federal interests for the purpose of utilizing the surplus water or 
water power from a Government dam. Licenses issued under the Federal Power 
Act are for fixed periods not exceeding 50 years and contain terms which protect 
both the public interest and the licensees. 

Important provisions of the Federal Power Act, which safeguard overall 
national interests and insure initial consideration of Federal development, are 
(1) the requirement in section 10 (a) that each project to be licensed shall, in the 
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judgment of the Commission, be best adapted to a comprehensive plan for the 
development and utilization of the water resources of the river basin for public 
purposes, and (2) the provision in section 7 (b), that if, ‘“‘in the judgment of the 
Commission, the development of any water resources for public purposes should 
be undertaken by the United States itself,’’? the Commission may not approve 
any application for ‘‘any project affecting such development,”’ but must prepare 
certain data and submit its findings to Congress with recommendations for 
Federal development. 

Closely allied with the licensing activities are the Commission’s studies and 
investigations of river basins and its power market surveys. Under the provisions 
of the Federal Power Act the Commission is given broad authority to make 
investigations and collect data concerning utilization of the Nation’s water-power 
resources, and is authorized to cooperate with the executive departments and 
other agencies of the Federal Government and with State governments in such 
investigations. The Commission’s investigatory authority was broadened by the 
Flood Control Act of 1938 and subsequent Flood Control and River and Harbor 
Acts, which provided that power penstocks shall be installed at dams therein 
authorized when approved by the Secretary of the Army upon recommendations 
of the Chief of Engineers and the Federal Power Commission. 

These river-basin and power-market studies provide a basis for Commission 
action in the issuances of licenses, and also a basis for advising and making recom- 
mendations to the Federal constructing agencies on power matters. Cooperative 
arrangements have been established with the Corps of Engineers and with the 
Bureau of Reclamation for furnishing advice and assistance on power matters. 
This cooperation begins in the early planning stages between the staffs of the 
Commission’s regional offices and the field representatives of the constructing 
agencies. 

As a member of the Interagency Committee on Water Resources, formed in 
1954 with Presidential sanction by agreement with the Departments of the 
Army, Interior, Agriculture, Commerce, Labor, and Health, Education, and Wel- 
fare, the Commission cooperates closely with Federal and State agencies in plan- 
ning the power aspects of sounder and better designed river-development programs. 
Through its participation in such a joint effort the Commission has made significant 
contributions toward achieving a better understanding and solution of the power 
phases of common problems involved in the standardization of practices for the 
economic analysis of river basin projects. 

Thus it is apparent that the Federal Power Commission is an independent 
agency having primarily licensing and investigatory functions under part I of the 
Federal Power Act with respect to non-Federal water power developments, but 
it has no direct statutory responsibility for reports by other agencies to Congress 
in support of requests for authorization of Federal projects. It does have, how- 
ever, statutory responsibilities with respect to approving the installation of power 
penstocks at dams authorized for construction by the Department of the Army and, 
for certain Federal projects, it has the responsibility for the allocation of costs and 
the approval of rates for the sale of power. It is, therefore, directly concerned 
with standards and criteria utilized in support of requests for authorization of 
projects and it believes that uniform standards and criteria should be followed 
when considering all aspects of a project, from the preauthorization stage through 
payout. 

In carrying out its responsibilities in regard to Federal water-resources projects 
the Commission makes analyses and recommendations concerning the economic 
justification of including power in projects, makes cost allocations, and approves 
power rates. Its views on each of these subjects and related matters are set forth 
below. 


A. ECONOMIC JUSTIFICATION FOR INCLUDING POWER IN FEDERAL PROJECTS 


The Commission believes that a hydroelectric project, whether constructed 
by the Federal Government or by non-Federal interests, should be designed and 
operated for its best use on the basis of interconnection and coordination with the 
generating and transmitting facilities in the region in which it is located. Opera- 
tion on such a basis will provide the greatest overall benefits in terms of system 
,0wer economies in the region and in terms of the conservation of resources 

his position is consistent with section 10 (a) of the Federal Power Act, which 
requires that a project to be licensed must be such as in the judgment of the 
Commission will be best adapted to a comprehensive plan for the development of 
the river basin. 
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During the years immediately prior to 1950 the Federal Interagency River 
Basin Committee,! consisting of representatives of the Departments of the Army, 
Agriculture, Interior, and Commerce, and the Federal Power Commission, under- 
took an extensive study of the entire problem of evluation, project formulation, and 
cost allocation. The result was the May 1950 report of the committee’s Sub- 
committee on Benefits and Costs, entitled “Proposed Practices for Economic 
Analysis of River Basin Projects.’’ The Commission agrees generally with the 
recommendations set out in that report. Briefly, that report concluded that a 
project is properly formulated and economically justified if (1) the project benefits 
exceed the project costs, (2) each separable segment or purpose provides benefits 
at least equal to it costs, (3) the scale of development is such as to provide the 
maximum net benefits, and (4) there is no more economical means of accomplish- 
ing the same purpose. 

The Commission is cognizant that there may be tangible secondary effects 
which derive from the construction and operation of water-resources projects that 
are difficult of measuring in monetary terms. Although secondary benefits from 
projects may be significant from a local viewpoint, from a national point of view 
such benefits usually have little significance in project formulation and economic 
justification. ‘The Commission believes, therefore, that in project justification 
reliance should be placed mainly on tangible primary benefits. However, care 
should be taken not to overlook or minimize any intangible effects such as the 
possible loss of a scenic or historical site, or the conservation of fuel resources, 
merely because such intangible effects do not yield to dollar evaluation. 

The Commission estimates power benefits on the basis of computed power 
values. Under normal conditions, the value of power is determined as the esti- 
mated cost of equivalent power from an alternative source most likely to develop 
in the absence of the proposed project to meet the same power needs, with appro- 
priate adjustment for transmission costs and losses and other technical factors. 

It is the Commission’s view that “taxes foregone’”’ properly constitute an eco- 
nomic cost which should be considered in making an economic analysis of a par- 
ticular proposed Federal hydroelectric development. In this connection, it should 
be noted that the Departments of the Army and the Interior and the Federal 
Power Commission, in an interagency statement dated March 12, 1954, have 
agreed that for the purposes of project justification the economic analysis of a 
proposed Federal hydroelectric project should be made on the basis of including 
as a part of the economic cost of hydroelectric power the taxes that would be 
foregone as a result of Federal development of the project instead of development 
by a non-Federal agency of the most likely alternative source of power, generally 
a privately financed steam-electric plant, although in some circumstances the 
alternative source may be a hydroelectric project. 


B. ALLOCATION OF COSTS OF MULTIPLE-PURPOSE PROJECTS 


Certain statutes specifically provide that the Commission shall have primary 
responsibility for making the allocation of costs for the Federal projects referred 
to therein. These projects and the legislation providing this allocation responsi- 
bility are as follows: 


Corps of Engineers projects: 


Bonneville project, Washington-Oregon. Bonneville Act (50 Stat. 731). 
Fort Peck project, Montana Fort Peck Act (52 Stat. 403). 
MeNary project, Washington-Oregon fiver and Harbor Act of 1945 
(59 Stat. 10), Bonneville Act. 
4 projects on lower Snake River, Idaho__- River and Harbor Act of 1945, 


Bonneville Act. 
Bureau of Reclamation project: Eklutna proj- Eklutna Project Act (64 Stat. 

ect, Alaska_ ‘ i se 382). 

In the case of the Bonneville project, the Commission made an interim allo- 
cation of costs of the initial power development on February 8, 1938 (1 F. P. C. 
706) and the allocation relating to the complete power development on June 26, 
1945 (4 F. P. C. 950). In the 1945 Bonneville allocation, the Commission assigned 
the cost of specific power facilities and one-half of the cost of joint-use facilities to 
power. This allocation reflected an interpretation of the Bonneville Act which 
provided in part that: “In computing the cost of electric energy developed from 
waterpower created as an incident to and byproduct of the construction of the Bonne- 
ville project, the Federal Power Commission may allocate to the costs of electric 


1 Forerunner of the above-discussed Interagency Committee on Water Resources. 
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facilities such a share of the cost of facilities having joint value for the production 
of electric energy and other purposes as the power development may fairly bear 
as compared with such other purposes.’’ [Emphasis supplied.] The report of 
the Commission’s Chief Engineer, upon which the allocation was based, concluded 
that since power by the terms of the act is an incidental and «ubordinate purpose 
of the project, no more than 50 percent of the cost of facilities used jointly for 
power and navigation should be allocated to power. 

In an interim allocation of costs of the Fort Peck project, made on April 20, 1943 
(3 F. P. C. 980) the Commission noted the severe limitations placed on power as a 
result of operation of the reservoir primarily for navigation purposes. These 
limitations serve substantially to reduce the character and value of the power at 
Fort Peck. On the basis of considering that and other factors, the Commission 
found it impracticable at that time to determine what part of the cost of facilities 
having joint value for the production of electric energy and other purposes might 
be fairly allocated to the costs of electric facilities as compared with such other 
purposes. The Commission’s interim determination provided for the entire cost 
of the initial powerplant at Fort Peck, and all appurtenant at-site electric facilities, 
to be allocated to power. However, the interim determination expressly reserves 
the right to make such allocation of the cost of facilities having joint value for the 
production of electric energy and other purposes as power development may 
fairly bear in relation to such other purposes. Since the method of operating the 
Fort Peck project will change upon completion of the main-stem downstream 
projects, the making of a final allocation of costs for the project is being deferred 
until that time. 

In 1949 the Commission, at the request of the Senate Committee on Public 
Works, made an extensive review of the then current allocations of cost of the 
multiple-purpose water-control system in the Tennessee River Basin, as deter- 
mined by the Tennessee Valley Authority. The Commission concluded that 
TVA’s allocation of costs was reasonable and should be accepted for the purposes 
of the Tennessee Valley Authority Act. The TVA allocations were based on 
use of the alternative justifiable expenditure method which is hereinafter defined. 

The above-mentioned Federal Inter-Agency River Basin Committee’s 1950 
report on project analysis included a recommended procedure for allocating 
costs, known as the separable costs-remaining benefit method (sometimes referred 
to as the “‘green book’? method). That method, which is consistent with the 
project formulation principles recommended in the report, had the support and 
concurrence of the representatives of all of the five agencies then members of the 
interagency effort. The report did, however, recognize that variations of this 
method may be necessary to meet special or legislative requirements in some 
cases. 

The Commission’s interim allocation of costs of the McNary project (docket 
No. E-6383), issued on December 4, 1953, was based on use of the separable 
costs-remaining benefits method. 

As a result of the series of discussions among representatives of the Federal 
Power Commission and the Departments of the Army and the Interior which 
led to the adoption of the above-cited statement of March 12, 1954, on cost 
allocations, power evaluation, and related matters, the following three methods 
of allocating the costs of Federal multiple-purpose projects were established as 
acceptable: 

(a) Separable costs-remaining benefils method 

This method provides for allocating to each purpose at least its separable cost 
plus an equitable share of the joint costs, and the agencies agreed that it is prefer- 
able for general application. 

(b) Alternative justifiable expenditure method 

This method differs from (a) only in employing specific costs of the various 
functions rather than their separable costs. The agencies agreed that this method 
is acceptable where the necessary basic data to determine separable costs are not 
available and the time and expense required to obtain the data are not warranted. 


(c) Use of facilities method 

This method, sometimes called the proportionate use of capacity method, 
assumes that joint costs should be allocated to the various project purposes in 
proportion to the degree of use for each purpose, the total cost allocated to each 
purpose being the specific cost of facilities provided for a particular purpose plus 
the allocated share of the cost of joint facilities. The agencies agreed that this 
method is acceptable where the use of facilities is clearly determinable on a com- 
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parable basis and where use of this method would be consistent with the basis of 
project formulation and authorization. 

The statement of March 12, 1954, also provided that the legislative history of 
authorized projects shall be considered in the allocation of costs. Thus, the 
Commission’s interim allocation of costs with respect to the Eklunta project 
(docket No. E-6544) issued July 19, 1954, allocated all costs to power develop- 
ment, such determination being based upon a finding that the project as finally 
authorized is in fact a single-purpose one for the development of hydroelectric 
power, although as originally contemplated it was to have been a multiple-purpose 
project. 

Normally methods (a) and (b) above give comparable results. This can be 
ascertained from cost allocations (1) and (2) shown on page 758 of the hearings 
before the subcommittee of the Senate Committee on Public Works on Power 
Rates—Southwestern Power Administration, to which Senator Murray makes 
reference in his letter of August 14, 1956, concerning Senate Resolution 281. 

With regard to responsibility for making cost allocations, no agency of the 
United States has been given specific statutory responsibilities for the allocation 
of costs of the majority of multiple-purpose projects constructed by the Corps of 
Engineers. In the case of such projects, the Corps of Engineers as the construct- 
ing agency, the Department of the Interior as the marketing agency, and the 
Federal Power Commission as the rate-approval agency, all have a direct interest 
in the allocation. Lacking specifie authority, the Federal agencies concerned 
undertake jointly to consider allocations of costs for these projects. The Com- 
mission believes that Congress should assign the allocation responsibility with 
respect to these Corps of Engineers projects to some agency of the Government. 
It is of the opinion, further, that the authority to determine the portion of the 
investment in such multiple-purpose projects allocable to electric power should 
rest with the agency responsible for the approval of electric power rates. 


C. APPROVAL OF RATES FOR THE SALE OF POWER FROM FEDERAL PROJECTS 


Under the Bonneville and Fort Pect Acts and the Flood Control Act of 1944, 
the Federal Power Commission has been given responsibility generally for the 
approval of rates for the sale of power produced by projects constructed by the 
Corps of Engineers. However, the Commission has no such general authority 
with respect to the sale of power produced at other Federal projects such as those 
of the Tennessee Valley Authority and the Bureau of Reclamation, although it has 
authority for the approval of rates for the sale of power from the Bureau’s Eklutna 
yroject in Alaska, and from the Falcon project of the International Boundary and 
Vater Commission. The lack of uniformity in the responsibility for rate approval 
is illustrated by the marketing of power from Federal projects in the Pacific 
Northwest. Power from the Bonneville and MeNary projects, constructed by the 
Corps of Engineers, can be disposed of only at rates which are confirmed and 
approved by the Federal Power Commission. Power produced by the Bureau of 
Reclamation’s Grand Coulee and Hungry Horse projects, although commingled 
with power from the Bonneville and MeNary projects, is not subject to the same 
action by the Commission. 

The rate approval authority that has been granted to the Commission provides 
merely for the confirmation and approval of rate schedules submitted by the 
Federal marketing agencies. In other words, the Commission has only a veto 
power with no authority to modify rate schedules or to initiate changes. This 
places the Commission in an unsatisfactory position as a regulatory agency over 
the rates. Accordingly, the Commission is firmly of the opinion that this present 
unsatisfactory condition with respect to the rate approval should not be con- 
tinued, and that the Congress should either give the Commission complete au- 
thority to regulate rates for the sale of power from all Federal projects, including 
authority to initiate rate changes and require modifications in rate schedules, 
or else it should relieve the Commission of all responsibility with respect to such 
rates. In the event the Federal Power Commission should be relieved of that 
responsibility, Congress could keep informed as to the administration of the 
Federal marketing agencies by directing the Commission to investigate, at 
regular specified intervals, the work of the agencies concerned, and report thereon 
directly to Congress. This, however, would require further action by Congress 
in the event the rates were found to be either too low or too high in relation to 
the allocated power costs. 

With respect to the level of rates for power produced at Federal projects, the 
Commission believes that they should at least be sufficient to cover amortization 
of the investment (including interest during construction) properly allocable to 
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power in not more than 50 years from the “in service’’ date, with interest on the 
unamortized investment, together with sums for replacements, operation and 
maintenance costs, and for payment of State and local taxes or equivalent payment 
in lieu of such taxes when required by law. 


D. POLICY RELATIVE TO FEDERAL-LOCAL PARTNERSHIP IN WATER RESOURCE PROJECTS 


In formalizing a comprehensive and particularized set of standards and criteria 
for evaluation of proposed Federal projects, consideration should be given to the 
possibilities of participation in the construction and operation of such projects 
by local interests, both public and private. In this connection the Commission 
is of the opinion that non-Federal interests should be offered the opportunity of 
developing the power phases of Federal projects, with the management of the 
dams to remain in the Federal Government. This is consistent with the provi- 
sions of the Federal Power Act under which non-Federal interests, public and 
private, have in the past and are now participating, on a joint venture basis, in 
the development of Federal multiple-purpose projects by constructing the power 
features thereof. Partnership arrangements afford an effective and desirable 
means of accomplishing joint Federal and non-Federal water resources develop- 
ment consistently with the basic purpose of the Power Act to provide for non- 
Federal development of such water resources wherever broad public benefits can 
be obtained in harmony with comprehensive development. 

For those projects which have a peculiarly national significance or which can 
be constructed economically only by the United States, the Commission is of the 
opinion that the power should be offered for sale to States, municipalities, coopera- 
tives, and private utilities on terms that would protect the Federal interest. In 
this connection, hydroelectric power now, in large part, and increasingly as time 
passes, is being used for peaking purposes, a use wherein it has its greatest value 
in coordination with fuel plants which are generally used for base loads. The 
inclusion of power in most multiple-purpose projects during project formulation 
generally depends for its justification on the peaking value of the proposed installa- 
tion. For the return of the investment allocated to power, therefore, power 
marketing must take cognizance of this situation. The Commission believes that 
this procedure is consistent with the provisions of section 5 of the 1944 Flood 
Control Act. The requirement in section 5 that the disposition of such power 
and energy shall be “in such manner as to encourage the most widespread use 
thereof at the lowest possible rates to consumers, consistent with sound business 
principles,” includes use by preference customers, but is not confined to that use. 

It is the Commission’s view that, in general, there should be reasonable assurance 
that the market for the power will produce revenues sufficient to recover the 
allocated power costs before the construction of a Federal power project is under- 
taken. The Commission, however, does not believe that as a rule it should be 
a requirement that firm contracts be negotiated prior to project construction. 


E. POLICY RELATIVE TO CHARGING DOWNSTREAM PROJECTS FOR BENEFITS FROM 
UPSTREAM STORAGE 


The Commission believes that the matter of equitable sharing by downstream 
projects in the cost of upstream reservoir storage benefits is germane to the 
objectives of Senate Resolution 281, and that the problem should be given serious 
consideration in the formulation of any overall Federal waterpower policy. 

The Commission is now charged with the duty, under section 10 (f) of the 
Federal Power Act, of making determinations of benefits received by the owners 
of non-Federal downstream powerplants from upstream storage reservoirs, and 
assessing charges against those downstream owners. In this connection it should 
be emphasized that any such charges are not for the water, but rather are a sharing 
of the costs of facilities which make the water available when it can be utilized. 

When a Federal powerplant receives water that has been stored at an upstream 
development and the Federal plant can utilize that water for generating power, 
there is no provision at present for the reimbursement of the non-Federal owner 
of the upper storage reservoir for any part of the cost of his reservoir, notwith- 
standing the benefits derived therefrom by the lower Federal powerplant, and 
notwithstanding the fact, as pointed out above, that under the Power Act such 
an owner can now be required to pay part of the costs of an upper storage reservoir 
providing similar benefits. 

The Commission believes that the Federal Power Act should be amended to 
provide authority for the payment by Federal hydroelectric developments for 
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headwater benefits received from non-Federal resource projects.2, Such a proposal 
is believed to be sound in principle and essential to the more effective carrying 
out of the purposes of existing Federal water-power legislation. Congress has 
followed the policy heretofore of requiring that those consumers served by fed- 
erally constructed powerplants shall bear all of the power costs. The only 
exception to this policy, and one which should be corrected by legislation, is the 
inequitable situation which arises from the failure to require that consumers of 
power from Federal projects likewise share in the cost of headwater reservoir 
improvements and facilities which benefit those Federal developments by making 
the water available when it can be utilized for power generation. 


CONCLUSION 


The Commission supports the basic purposes and objectives of this resolution 
to establish a comprehensive and particularized set of standards and overall 
criteria for the evaluation of all proposed projects for the conservation and 
development of land and water resources. The Commission has repeatedly 
joined in the efforts of Federal agencies concerned with water-resource development 
which have resulted in significant contributions in the direction of achieving these 
objectives, insofar as it has been possible under existing laws. This is specifically 
indicated, as above pointed out, by the agency studies undertaken in connection 
with the report of the Subcommittee on Benefits and Costs of the Federal Inter- 
agency River Basin Committee on proposed practices for economic analysis of 
river-basin projects, and the agreement of March 12, 1954, adopted by the Depart- 
ments of the Army and the Interior and the Federal Power Commission with 
respect to evaluation, cost allocations, and related matters. The Commission 
believes that Congress, in formulating policies and procedures in these matters, 
will want to take cognizance of the combined thinking and views which have 
resulted from these cooperative interdepartmental efforts by agencies concerned 
with the administration of laws pertaining to the development and utilization of 
the Nation’s land and water resources. 

The Federal Power Commission is the only agency of the Federal Government 
having complete and continuing records and information on practically all seg- 
ments of the power industry, publicly and privately owned, its capacity, opera- 
tions, requirements, loads, locations, and interconnections from which intelligent 
and sound planning can be projected in accordance with the statutory directives 
of Congress. The Commission, therefore, in accordance with its established 
practice stands ready to cooperate with the congressional committees and in- 
terested Federal agencies concerned with the joint endeavor being undertaken 
pursuant to Senate Resolution 281. 

FEDERAL PowER CoMMISSION, 
By Jerome K. KuYKENDALL, 
Chairman. 





EXHIRIT 6 


COMMENTS OF THE BUREAU OF THE BUDGET 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington 25, D. C., November 23, 1956. 
Hon. James E. Murray, 
Chairman, Committee on Interior and Insular Affairs, 
United States Senate, Washington 25, D. C. 

My Dear Mr. CuarrMan: This isin reply to your letters of July 31, and August 
17, 1956, requesting the comments and suggestions of the Bureau of the Budget 
regarding standards and criteria which should be used in the evaluation of proposed 
Federal land and water resources projects. The information is requested in con- 
nection with the joint study of these matters being undertaken by the Senate 
Committee on Interior and Insular Affairs and the Committee on Public Works, 
pursuant to section 6 of Senate Resolution 281, adopted on July 26, 1956. 


? On April 26, 1956, the Senate Committee on Interior and Insular Affairs reported favorably on S. 1574 
with an amendment in the nature of a substitute (S. Rept. No. 1865, 84th Cong., 2d sess.) which would have 
provided for the same sharing of headwater improvement costs by the federally constructed hydroelectric 
developments that is now required by non-Federal projects under the Federal Power Act. The Commis- 
sion recommended passage of S. 1574, as amended (S. Rept. No. 1865, pp. 5-6). 
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The need for more uniform criteria and standards governing the formulation, 
evaluation, and undertaking of Federal land and water resources projects has been 
a matter of concern and study by the Bureau of the Budget for a number of years. 
Accordingly, we are pleased to have the opportunity to cooperate with the Senate 
committees in this important task. 

The Bureau is in full agreement with the objective of the study, namely, that of 
providing a sound basis for the evaluation of water resources projects. These 
projects play an important part in the economic and social well-being of the Nation 
and their selection requires careful consideration. However, such projects are of 
many different kinds and serve a variety of purposes. Large, multiple- -purpose 
projects involve complicated problems of determining the benefits, assessing the 
costs and detriments of the project, and allocating the costs equitably among the 
i project purposes. In the evaluation of these diverse undertakings, many factors 
i must be weighed and careful judgment exercised if the projects selected for au- 
thorization and construction are to best serve the public interest. 

In these circumstances, the Bureau of the Budget believes that uniform policies 
{it governing the evaluation of water-resources projects should be set forth in basic 
legislation. However, because of the complex factors affecting the determination 
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i of desirable projects, we would like to suggest that it would be wise to leave a 
i considerable degree of administrative flexibility in order to apply these policy 
i | standards to the specific problems and conditions of each water-resource project. 


A detailed statutory listing of every conceivable situation to be found in the 
water-resources field could disrupt sound administration of water-resources 
programs. It is our view that these more detailed standards and criteria should be 
developed by the executive branch within the framework of the general policies 
established by the Congress. Of course, Congress, in the last analysis, must 
evaluate and pass upon every major proposed water-resource project. Executive 
branch evaluations and criteria are designed to provide Congress with basic facts 
and information on which its decisions can be made. 

The Presidential Advisory Committee on Water Resources Policy had these 
problems in mind when it recommended the establishment of an Office of Co- 
ordinator of Water Resources within the Executive Office of the President, and 
; proposed that the Coordinator take the lead in developing principles, st: indards, 
} and procedures to be used by the Federal agencies in the planning of water re- 

sources projects. The report of the Advisory Committee was transmitted to the 

Congress by the President on January 17, 1956, and it is expected that specific 

F legislative proposals to implement the organizational recommendations of the 

Advisory Committee will be transmitted to the Congress early in its next session. 

It is our hope that the current study by the Senate committees will provide the 

necessary basis for considering the administration’s legislative recommendations 

as well as for congressional action establishing general evaluation policies. 

With respect to the principles and standards which should be applied in the 
evaluation, authorization, and subsequent undertaking of projects, there are a 
number of interrelated problems. These are primarily concerned with the kinds 
of benefits and costs which should be considered in project evaluation and the 
methods of measuring them; the method of allocating costs among the purposes 
served by a project; and the manner in which the costs should be shared among 
the various classes of beneficiaries. These several facets of the problem of proj- 
ect justification mutually affect each other. In the following paragraphs, there 
are presented a number of suggestions regarding principles and standards appli- 
cable to these aspects of project justification which we hope will be of help to the 
Senate committees. 

Measurement of benefits —The Bureau believes that general principles regarding 
the determination and measurement of project benefits should be established by 
legislation. We believe that detailed standards for their measurement, carrying 
out the general policy declarations, must, in the final analysis, be administratively 
determined. As a basic principle, all benefits resulting from the construction of a 
project, to whomsoever they may accrue, should be taken into account. However, 
benefits are of several kinds. Primary or direct benefits are those directly resulting 
from a project, such as reduction in flood damages to a physical structure, or 
increased production of crops on reclaimed land. Primary benefits should gen- 
erally be restricted to measurable or identifiable items. Secondary or indirect 
benefits are those indirectly resulting from the project, such as maintaining 
production in plants using materials from potentially flood-d: amaged plants, or 

increased income in industries processing crops from reclaimed land. Secondary 

; benefits usually are not susceptible of exact measurement, but should be presented 

as precisely as possible, as additional justification for the project. Intangible 
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benefits, such as prevention of loss of life, should, of course, also be presented as 
part of the project justification. 

Measurement of costs.—All costs and detriments which would result from the 
construction of a project should be taken into account in the evaluation. The 
project costs should include all monetary outlays made or goods and services 
contributed or provided by various interests in connection with the project, such 
as initial investment costs, replacements, additions, or modifications, and operation 
and maintenance costs. They should also include any costs of the project incurred 
to prevent or mitigate damages to existing fish and wildlife, recreational or other 
resources. Any associated costs, over and above projeci costs, necessary to make 
the benefits of the project available for use or sale, and any induced costs, such as 
uncompensated adverse effects of the project, should also be recognized in the 
project evaluation. 

Comparison of benefits and costs.—It is our view that project reports in support 
of authorization of water resources projects should be required to show a com- 
parison of benefits and costs, and that, as a general principle, the identifiable 
benefits, estimated on a sound basis, should exceed the costs of the project. This 
general principle should apply to all types of water resources projects. However, 
current evaluation concepts place too much emphasis upon the benefit-cost ratio 
as a basis for project justification, to the exclusion of other equally important 
considerations involving broad social values. Consequently, we believe that 
evaluation policies and procedures should be devised to insure that all factors 
relating to the evaluation of a project are fully disclosed, thereby providing a 
sound basis for congressional exercise of the judgment which is necessary in the 
selection of these public undertakings. 

In keeping with this general principle, we believe that the benefit-cost ratio, 
which presents only one set of facts regarding a project, should be calculated on 
the basis of primary benefits and direct project costs, and that the evaluation 
period should be limited to not more than 50 years. In addition, secondary 
benefits and intangible values should be separately but fully appraised and dis- 
cussed in the project report. It should be recognized that in some circumstances 
these other benefits and intangible values would warrant favorable consideration 
of the project, even though the benefit-cost ratio, based on primary benefits and 
costs, is less than unity. Information on secondary benefits and any related costs 
may also be of assistance in determining an appropriate basis for local or regional 
cost sharing on the project. 

We would also like to emphasize that application of standards for project justi- 
fication will generally reveal only a part of the picture regarding a proposed 
development. The determination of whether a project should be authorized by 
the Congress will require careful judgment in the light of overall needs for water 
resources development, the national and regional economic effects of the project, 
and the relative urgency of other program objectives of the Federal Government. 

Scope of development.—No project should be authorized until a complete report 
on the project has been presented to the Congress. The project report should 
present all the pertinent facts and information regarding the project, and should 
make comparisons with appropriate alternative means of accomplishing the pur- 
poses of the project. The report should clearly indicate whether the benefits 
added by each purpose or separate segment of the project will at least equal the 
added costs of its inclusion, and whether each segment of the project, as well as 
the entire project, is more economical than any alternative means, either public 
or private, for accomplishing the same purpose that could be expected to develop 
in the absence of the project . 

In making comparisons with alternative developments, taxes and interest costs 
should be treated on a comparable basis. For this purpose costs of a Federal 
project should be regarded as including the full normal taxes, including Federal, 
State, or local, which the project would bear if constructed by private taxpaying 
participants. Interest costs of both the Federal project and the most likely alter- 
native development should be computed on the basis of the average rate of inter- 
est payable by the Treasury on its long-term marketable obligations. 

Allocation of costs —The method used in allocating the costs of a project among 
its several purposes has an important bearing on the evaluation of the project 
and also on the sharing of the costs among the various beneficiaries. While the 
Bureau believes that uniform standards should be used by all agencies in allocating 
the costs of a multiple-purpose project, we recognize that at times the absence of 
necessary data or peculiar circumstances require some flexibility in determining 
the cost allocation. As a general principle, the costs of multiple-purpose projects 
should be allocated among the project purposes in such a manner that each pur- 
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pose bears its own share of the costs and shares equitably in the savings resulting 
from being part of a multiple-purpose project. 

Authorization.—Because the selection of projects to best conserve and develop 
our valuable water resources requires the exercise of careful judgment, and be- 
cause this judgment must reflect the interests of the Nation as a whole, we believe 
that each major water resources project should be separately authorized by the 
Congress. Large replacement projects, particularly those involving a change 
in scope or function, should also be separately authorized by the Congress. 
Smaller projects should be administratively authorized as now provided in basic 
legislation for the Army Corps of Engineers, the Interior Bureau of Reclamation, 
and the Department of Agriculture watershed protection program. 

Cost sharing.—The determination of reasonable cost-sharing standards presents 
a complicated and controversial problem. Present Federal water-resources 
programs vary widely in their requirements for cost sharing. However, large 
investments in water, resources developments will be necessary over a number of 
years to keep abreast of the rapid economic growth of the Nation. It should be 
recognized that to meet these needs will require the combined efforts of State 
and local groups, private interests, and the Federal Government. In view of 
the continuing heavy burden on the Federal Government for our national security 
and the competing needs of other national program objectives, we believe that 
there should be a reexamination of the statutory basis for Federal responsibility 
in water resources developments. It seems to us that the importance to the 
Nation of water resources developments makes it imperative to have a clearer and 
more consistent statutory basis for promoting the full cooperation of State, local, 
and private interests, as well as the Federal Government, in the development of 
these resources. Such new legislation should seek to remove inconsistencies in 
present law which result in conflicts and inequities. It should provide a uniform 
policy for determining the Federal responsibility, whichever program or Federal 
agency is involved. It should recognize that in some water-resources projects 
State or local groups can best meet the needs, but that in other projects the 
national interest is paramount and the responsibility should rest with the Federal 
Government, with appropriate sharing of the cost by identifiable beneficiaries. 

In line with this general principle and with the recommendations of the Advisory 
Committee on Water Resources Policy we think that the Federal Government 
should assume the cost of that part of projects where benefits are national and 
widespread, and beneficiaries are not readily identifiable. But where benefits are 
primarily local, and the beneficiaries are readily identifiable, non-Federal interests 
should bear substantial portions of the construction costs of the project as well as 
the replacement, maintenance, and operation costs. In the case of vendable 
services, such as power and municipal water supply, the users of the service should 
pay the full costs allocated to this purpose. We also believe that non-Federal 
construction of water resources projects should be encouraged by providing for 
Federal contributions for those costs of projects which would have been non- 
reimbursable had the projects been federally constructed. 

While we recognize that it is probably not possible to develop completely uni- 
form cost-sharing standards applicable to all of the various purposes of water 
resources development, we believe that such standards can be developed within 
each of the several fields of water resources activities. For example, uniform 
requirements could be established for local cost sharing on all flood-control wnder- 
takings under all programs, on a realistic basis commensurate with the local 
benefits received. Uniform repayment requirements for all land reclamation 
undertakings, both for drainage and irrigation, could be devised. For recreation 
and fish and wildlife, provision could be made for appropriate recognition on a 
uniform basis of the national interest in such undertakings as well as provision 
for local contributions toward such facilities where these are of less than national 
interest, in line with the benefits received. 

The above comments and suggestions present generally our views on the major 
aspects of overall evaluation and authorization of water-resources projects. We 
should like to emphasize, however, the view of the Bureau of the Budget that the 
standards for evaluation of projects and the procedural requirements for projects 
reports should have as their chief objective the disclosure of all the pertinent facts 
and circumstances which are necessary in deciding whether a particular develop- 
ment is in the best interest of the Nation. The President, in determining his 
recommendations to the Congress, should have all the facts before him. And the 
Congress, which has the responsibility for making the final decision as to whether 
or not a project should be authorized, should have all the information necessary to 
reach a sound conclusion. 
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If we can be of any further service in connection with the study being under- 
taken by the Senate committees, please do not hesitate to call upon us. 
Sincerely yours, 
Rospert E. Merriam, 
Assistant Director. 
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Exuisit 7 
COMMENTS OF THE SECRETARY OF THE ARMY 


DEPARTMENT OF THE ARMY, 
OFFICE OF THE SECRETARY OF THE ARMY, 
Washington D.C., November 2, 1956. 
Hon. James E. Murray 
United States Senate. 

Dear SENATOR Murray In: your letter of July 31, 1956, you requested, in 
behalf of the chairmen of the Senate Committees on Interior and Insular Affairs 
and on Public Works and the chairmen of the Subcommittees on Irrigation and 
Reclamation and on Flood Control, objective information and suggestions by 
November 1, 1956, for the information and guidance of the committees in dis- 
charging their responsibilities under Senate Resolution No. 281, 84th Congress. 
In subsequent letters dated August 8, 1956, and August 16, 1956, you requested 
specific information on cost allocations and on benefit-cost practices. 

These requests have received careful attention within the Department of the 
Army. As you know, representatives of the Department have participated in or 
contributed to several intensive studies during recent years on the subject of 
policies and procedures applicable to conservation, development and use of water 
and related land resources. These include the May 1950 report of the Federal 
Interagency Committee’s Subcommittee on Benefits and Costs, the December 
1950 report of the President’s Water Resources Policy Commission, the June 
1955 report on Water Resources and Power by the Commission on Organization 
of the Executive Branch of the Government and, most recently, the December 
1955 report of the Presidential Advisory Committee on Water Resources Policy. 
The results of the Department’s objective consideration of all of the problems 
involved, including the interrelation of the activities of all agencies concerned, 
both Federal and non-Federal, are reflected in the foregoing reports, particularly 
in the report of the Presidential Advisory Committee on Water Resources Polity 

The cost allocation data requested in your letter of August 8, 1956, are trans- 
mitted herewith, and I hope that these data will prove satisfactory and useful to 
your committees. Data on benefit-cost practices, in response to your letter of 
August 16, 1956, will be furnished by November 15, 1956, as requested. 

Upon request, I shall be pleased to furnish any additional information available 
in the Department. 

Sincerely yours, 
WiLBerR M. BRUCKER, 
Secretary of the Army. 


DEPARTMENT OF THE ARMY, 
OFFICE OF THE ASSISTANT SECRETARY, 
Washington, D. C,. November 26, 1956. 
Hon. JAMES E. Murray, 
United States Senate, 
Washington, D. C. 


DEAR SENATOR Murray: In response to your request of August 16, there is 
furnished herewith information on the benefit-cost practices used by the Depart- 
ment of the Army in its civil-works program. This supplements our letter of 
November 2, 1956, to you on the general subject of your activities in the con- 
servation and development of water and land resources under Senate Resolution 
281, 84th Congress. 

Over a. period of years dating back to 1946 the Department of the Army has 
participated with other Federal agencies in a joint endeavor to define principles 
and formulate mutually acceptable procedures for determining the benefits and 
costs of water-resources projects. In May 1950 this effort resulted in the publica- 
tion by the Subcommittee on Benefits and Costs of the Federal Interagency River 
Basin Committee of a report, Proposed Practices for Economic Analysis of River 
Basin Projects. The Department of the Army in 1954-55 also participated im 
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studies for the Presidential Advisory Committee on Water Resources Policy 
which led to its recommendations on principles and standards for project evalu- 
ation. 

The views of the Department of the Army on benefit-cost evaluations are 
summarized in the paragraphs which follow. 

Basically, we believe that the evaluation of water-resources projects is subject 
to the same economic concepts and principles which are fundamental to all 
economic activity. The legislative and administrative policies and procedures 
which might be applied to water-resources development cannot change these 
basic economic principles, and therefore, they cannot increase nor decrease the 
inherent economic justification of projects. This can be determined only by 
application of the hasic principles. Nevertheless, policies and procedures do have 
a significant effect on phases of project evaluation such as reimbursement and 
cost-sharing arrangements which may be patterned to serve various objectives 
of public policy. 

This Department feels that Federal evaluations of water-resources projects 
should be made from the viewpoint of the Nation as a whole rather than from any 
one of a number of more restricted viewpoints such as that of a single specific 
purpose, an individual beneficiary, a geographic area, or one segment of the 
economy. From the broad public viewpoint, a project is economically justified 
only if the wealth of the Nation as a whole over the long run will be greater with 
the project than it would be without the project. Viewed in this light, the 
benefits are the increases in goods and services attributable to the project by 
whomsoever realized and the project costs are all resulting decreases in goods and 
services by whomsoever suffered. For purposes of economic justification, benefits 
attributable to a project must take account of the offsetting benefits that would 
be realized from alternative use in the economy of the resources required for the 
project. The economic formulation of each project. by itself and in combination 
with other projects, should seek to accomplish maximum net benefits from the 
investment of goods and services in the project and should utilize the least costly 
of available means in achieving the project purposes. 

We sincerely believe that the benefit-cost ratio provides an important criterion 
in judging the desirability of Federal water-resource developments. But it is 
not the sole criterion. In varying degree these projects may also give rise to 
important intangible values such as the protection of human life and increased 
national security. These effects which cannot be expressed in monetary terms 
are often important and must also be considered in arriving at final decisions. 

The foregoing reflects the broad basis for benefit-cost evaluations used in the 
civil-works programs of this Department. Application of these principles in the 
measurement of specific benefits and costs by the Corps of Engineers are detailed 
in table 2, pages 74-81 inclusive of the May 1950 report, referred to above, of the 
Interagency Subcommittee on Benefits and Costs. Changes have been made in 
certain of these items since publication of that report. These changes are ex- 
plained in the attached statement. 

Sincerely yours, 
Epwarp A. Bacon, 
Deputy Assistant Secretary of the Army. 


a 
NOVEMBER 1956, 


CHANGES IN EVALUATION PRACTICES OF CoRPS OF ENGINEERS FROM THOSE 
SHOWN IN TABLE 2 or May 1950 Report or INTERAGENCY SUBCOMMITTEE 
oN BENEFITS AND Costs, ‘““PRoposED Practices FOR ECONOMIC ANALYSIS OF 
River Basin PrRoJects” 


(Item numbers refer to table 2 of referenced report) 


1. Item No. 4 


Price levels.—It is recognized that the prices appropriate for use in benefit-cost 
studies are those expected to prevail at the time the costs are incurred and the 
benefits realized after eliminating long-term inflationary or deflationary changes 
in the value of the dollar. Where acceptable price projections are available they 
are used in corps studies; otherwise prices current at the time of the analysis are 
used. 
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2. Item No. 6 

Conversion of nonuniform benefits to annual equivalent basis.—Depending on 
conditions in the area under study, an interest rate falling within a range of 4 to 
6 percent has been used for this purpose. 
3. Item No. 9 

Power benefits —There are now included, in addition to the items previously 
included, the value of interruptible capacity and deferred installations. 

Item No. 10 

Navigation benefits.—It is recognized that the savings in the cost of transporta- 
tion are the measure of navigation benefits, but in certain situations, where 
comparative costs cannot be readily determined, rates to shippers have been 
used as an approximation of costs. 
5. Item No. 16 

Recreation benefits—-The benefits of small-boat harbor improvements are 
partially measured by the net return on the average value of the using craft. 
6. Item No. 19 

Price level for calculating costs —Same comment as under 1 above. 
7. Item No. 20 

Interest rates—For Federal and non-Federal public costs an interest rate of 
242 percent is currently used. 
8. Item No. 22 


The allowance for interest during construction—This allowance is currently 
computed at a 2!4-percent rate for one-half of the construction period or on the 
expended costs if a nonuniform rate of construction is expected. 


9. Item No. 28 


Amortization of initial investment cost.—Initial investment costs less any salvage 
value are amortized over the period of analysis, generally not exceeding 50 years, 
at the applicable rate of interest, currently 2}¢ percent. 





EXuisitT 8 
CoMMENTS OF THE SECRETARY OF THE INTERIOR 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington 25, D. C., November 20, 1956. 
Hon. James E. Murray, 
Chairman, Committee on Interior and Insular A ffairs, 
United States Senate, Washington 25, D. C. 


My Dear Senator Murray: This is in further reply to your letters of July 
31, August 7, and August 16, in which you requested this Department to furnish 
information and suggestions to the Senate Committees on Interior and Insular 
Affairs and on Public Works in connection with Senate Resolution 281 (84th 
Cong.). 

Certain of the specific information which you requested with respect to cost 
allocations on certain projects constructed by this Department has been compiled 
and is submitted as an attachment to this letter. The balance of this information 
is being formulated and will be furnished as soon as possible. 

We have given careful thought to your invitation to submit suggestions for the 
information and guidance of the committees in discharging their responsibilities 
under the resolution. We wish, of course, to cooperate in every way with the 
committees in their consideration of water-resources policy, procedures, and 
projects. This is a matter of transcendent importance to every aspect of our 
economy and civilization. It is also, however, a most complex subject, involving 
many difficult questions. It has been studied very thoroughly during the last 
decade by a number of public and private bodies. The studies sponsored by the 
Federal Government include those of the President’s Water Resources Policy 
Commission (1950), the First and Second Hoover Commissions (1949 and 1955), 
the Commission on Inter-Governmental Relations (1955), and the Presidential 
Advisory Committee on Water Resources Policy (1955). 
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The report of the Presidential Advisory Committee on Water Resources Policy 

was transmitted to the Congress by the President on January 17, 1956, and has 

been printed as House Document No. 315, 84th Congress. This report was the 

result of an 18-month study by the Federal agencies concerned with water-resources 

programs. ‘The study involved the review of all prveious reports and the most 

thorough consideration of the major aspects of water policy. Many weeks were 

devoted to the examination of certain complex issues in an attempt to find the 

most practical answers. As chairman agency of the Presidential Advisory Com- 

mittee, this Department subscribes to the Committee’s report and believes that 

it sets forth a sound course to follow. Inasmuch as the report represents our con- 

: sidered views on each of the major policy questions, including those on the benefit- 

cost ratio mentioned in your letter of August 16, we have no further suggestions 
' 





to make at this time. We believe that our most effective contribution can be 
made through answering specific questions which the members of the Senate 
committees may wish to ask our representatives when hearings are held. This, 
we shall be most happy to do. 
Sincerely yours, 
CLARENCE A. Davis, 
Acting Secretary of the Interior. 





i EXHIBIT 9 
COMMENTS OF THE SECRETARY OF AGRICULTURE 


DEPARTMENT OF AGRICULTURE, 
Washington 25, D. C., November 5, 1956. 
Hon. James E. Murray, 
Chairman, Committee on Interior and Insular Affairs, 
1 United States Senate. 


Dear Senator Murray: This is in reply to your letters of August 8 and 16, 
1956, in which you request information regarding methods of cost allocation and 
other matters concerning the evaluation methods applicable to watershed projects 
of this Department, to be used in connection with the discharge of responsibilities 
carried in Senate Resolution 281. 

From your letter of August 8, we understand that you desire cost allocation 
data which would be suitable for making an analysis as required by section 6 of 
Senate Resolution 281. You also requested that we furnish data comparable to 
that on pages 758, 759, 760, and 761 of the southwestern power-rate hearings on 
projects of the Soil Conservation Service under the Watershed Protection and 
Flood Prevention Act, or other legislation. 

This Department has not had occasion to make cost allocations of the kind 
and type comparable to that showy/in the southwestern power-rates hearings. 
The plans for watershed projects finder that act, as originally passed, did not 
include multiple-purpose structures. Therefore, it has not been necessary to 
allocate costs to purposes. 

The Watershed Protection and Flood Prevention Act (Public Law 566, 83d 
Cong., 68 Stat. 666) as amended by the act of August 7, 1956 (Public Law 1018, 
84th Cong.; 70 Stat. 1088) does provide, however, for inclusion of multiple 
purposes in projects initiated under its provisions. The amendments also provide 
for the making of allocations of costs to the various purposes and showing the 
basis for such allocations. This Department is now in the process of setting up 
procedures to respond to these requirements. We expect to adopt for general 
use the separable-costs-remaining-benefits method of cost allocation as recom- 
mended by the Presidential Advisory Committee Report on Water Resources 
Policy, issued December 22, 1955. 

As this Department now is concerned with the subject of cost allocation, we 
shall be glad to cooperate with your committee to facilitate your consideration 
of the various methods of cost allocation that are now being used or that may 
be proposed. 

The second paragraph of your August 16, 1956, letter requests a comprehensive, 
but concise, discussion of the basis for the benefit-cost ratio determination as well 
as the formulas that have been used by this Department. The requested informa- 
tion follows, preceded by brief explanations of certain of the terminology used. 

1. Benefits. —All identifiable increases or gains in assets or values, whether in 
goods, services or intangibles, whether primary or secondary, and whether measur- 
able in monetary or nonmonetary terms which, taking account of conditions with 
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and without the project, are properly creditable to that project, and which are 
net of all costs othee than project costs. 

2. Primary benefits——The value of immediate products or services resulting 
from the measures for which project costs are incurred. Primary benefits of 
flood prevention may be either direct or indirect. Direct benefits arise from the 
reduction in damages resulting from the immediate action of floodwater and 
sediment. Indiré¢t benefits are remaining primary benefits arising from reduc- 
tions in indirect flood losses, such as costs of rerouting traffic, relief, rehabilitation, 
and care and protection of property. 

3. Secondary benefits——The values added over and above the value of the 
immediate products or services of the project as a result of activities stemming 
from or induced by the project, initially accruing to the processors or handlers of 
increased goods produced or used in the project trading area. An example of 
such benefits would be the increased net return to a cotton gin from processing 
additional cotton produced by a project. Such benefits are not used in the 
benefit-cost determination for justifying a project, but may be considered for 
cost-sharing purposes. 

4. Program costs include all expenditures from appropriations made under 
authority of the act and all non-Federal costs incurred directly for the purpose 
of the program authorized under the act. Expenditures from appropriations 
made under authority of other Federal acts may further the program objectives in 
a particular watershed but are not considered a part of program costs as such 
funds were not appropriated for the purpose of the watershed program. Any 
such costs paid or reimbursed from Federal appropriations made under authority 
of other acts will not be considered as non-Federal costs under this program. 

5. Induced costs —All uncompensated adverse effects caused by construction 
or operation of a program or project, whether in goods, services, or intangibles, 
and whether measurable in monetary or nonmonetary terms. 

6. Planning services cover all assistance and services provided for surveys and 
investigations and preparation of work plans prior to authorization of assistance 
in works of improvement. Planning services also include costs for collection and 
analysis of basic data, economic analysis, and river basin coordination studies. 

7. Technical assistance includes assistance provided to landowners and op- 
erators, from appropriations made under authority of the act for the planning and 
application of land-treatment measures by them on their farms, ranches, and 
timberlands. 

8. Installation services cover all services other than planning services and 
technical assistance. They include site investigations, layout, design, preparation 
of specifications, supervision of construction and related forms of assistance. 

In general, the principles and procedures used by the Department of Agriculture 
in evaluating the watershed projects are similar in most respect to those of other 
agencies concerned with river basin projects. The Flood Control Act of 1936, 
as amended and supplemented, made the Department of Agriculture responsible 
for carrying out a project-by-project program. The Department first adopted 
the benefit-cost approach in its analysis and justification procedures for projects 
under that act. 

Basically a benefit-cost ratio is a simple expression indicative of the expected 
economic performance of a project, the economic output (benefits) per unit of 
economic input (costs). It is arrived at by dividing the value of resulting bene- 
fits by the costs of producing them, after both have been reduced to an annual 
basis by appropriate computations. The benefit-cost ratio is a convenient 
method of summing up the tangible costs and benefits of a project. Ordinarily 
not all elements of benefit or cost can be given a monetary value, so such impor- 
tant intangibles as prevention of loss of life and other important factors also are 
given appropriate consideration. 

The Watershed Protection and Flood Prevention Act, as amended, provides 
that prior to assisting local organizations in the actual installation of works of 
improvement, the Secretary is to make determinations as to whether benefits 
exceed costs. Both the Executive order prescribing rules and regulations and 
our departmental policy for administration of the act are also specific on this point. 

In carrying out this provision, the Department makes the studies necessary 
for formulating projects that are justified on the basis of incremental benefits 
and costs for each of the separable segments. 

Land-treatment measures are a basic underlying requirement for any water- 
shed project. Justification for including other measures in the project is based 
on the assurance that the land-treatment measures in the watershed work plan 
are to be installed. Determination of the relation of benefits to costs for the 
land-treatment measures is not necessary, however, since no funds appropriated 
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under the Watershed Protection and Flood Prevention Act are used for install- 
ing such measures on the projects. The Congress in prior legislation providing 
for Federal assistance in soil and water conservation has recognized that such 
assistance is in the public interest and no benefit-cost ratio analysis is required 
for such assistance in these other programs. As a practical matter also, experi- 
ence and the widespread adoption of such measures by farmers has demonstrated 
that benefits do exceed the costs. Hence, neither the benefits nor the costs of 
land-treatment measures enter into the calculation of the benefit-cost ratio of a 
project. There are, however, certain land-treatment measures that are installed 
primarily, but not exclusively, for flood prevention which are evaluated in mone- 
tary terms and included in the benefit-cost ratio. These are: (1) Fire preven- 
tion and control, (2) critical area stabilization primarily by vegetative practices, 
(3) minor gully and channel stabilization measures, and (4) special purpose 
terraces and other on-farm measures used in lieu of downstream flood prevention 
structures. 

The benefit-cost analysis of a project includes all monetary outlays made and 
goods and services contributed, exclusive of planning services prior to authoriza- 
tion of assistance in works of improvement, technical assistance for planning and 
application of land-treatment, and land-treatment, as outlined above. Installa- 
tion services by the various interests including initial installation costs, major 
replacements, and operation and maintenance costs all are included. Any 
induced costs such as uncompensated adverse effects caused by construction or 
operation of the project, whether in goods or services and measurable in monetary 
terms, also are taken into account. 

An evaluation of benefits and costs is made for all waterflow control measures, 
such as floodwater retarding structures, channel improvements, levees and dikes, 
desilting basins, and mechanical field measures installed primarily for flood pre- 
vention. A similar evaluation is made for all agricultural water management 
measures, including those for irrigation, drainage or water supply and for measures 
primarily for land stabilization. 

Independent measures or interdependent groups of measures, such as a group of 
floodwater retarding structures functioning together as a unit, are evaluated 
separately to determine the relation between benefits and costs. These separate 
comparisons of benefits and costs are made for such subdivisions of one of the 
measures and such subdivision of the watershed as are necessary to determine 
economic feasibility. 

Where a system of structures is included in a project, care is taken to assure 
that each increment in the system will return benefits at least equal to its costs. 

In determining the benefits from measures or groups of measures, an investiga- 
tion is made, wherever necessary, of the nature and extent of benefits that may 
accrue downstream from the watershed. If significant benefits from such measures 
will result downstream, these benefits are taken in to account in developing eco- 
nomic justification, and for cost-sharing purposes. 

The benefit-cost analysis of watershed protection and flood prevention measures, 
other than land-treatment measures, is based on primary monetary benefits. 
Included in this analysis are such benefits as: (1) reduction in direct and indirect 
damages from floodwater and sediment; (2) increases in net income from changed 
use of property made possible as a result of reduction in the flood hazard; (3) on-site 
increases in net income from additional production or from reduced production 
costs on lands on which measures are installed; (4) increase in net income from 
additional production, or reduced cost of production, of farm products as a result 
of drainage and irrigation; (5) savings in the cost of water treatment resulting from 
the reduction of sediment in industrial, municipal, and domestic water supply; 
and (6) other benefits that can be evaluated in monetary terms. 

Certain possible benefits, such as increases in the value of recreation, fish and 
wildlife resources, and other indentifiable increases or gains in assets or values, 
whether in goods, services, or intangibles, may accure as a result of the project. 
To the extent that costs are incurred to bring about increases in fish and wildlife 
resources and recreational facilities, such benefits are evaluated in monetary terms. 
However, some benefits cannot be evaluated in monetary terms. They may be 
described qualitatively and included as an argument in support of the proposed 
project in the work plan. 

In computing benefits and costs, the time period used is either a period of 50 
years beyond the date on which benefits from the preject or its separable parts 
will be available to the beneficiaries, or the expected useful economic life of the 
project, whichever is less. 

The evaluation period usually begins at the completion of the installation stage. 
for example, if the installation period is 5 years, the evaluation period would 
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extend from the 6th to the 56th year. In this example, instantaneous installation 
is assumed as having taken place in the fifth year. 

All benefits are evaluated and shown at their full level after appropriate dis- 
counting for lag in accrual. 

In evaluating projects or parts thereof to be installed within 5 years, prices 
current’at the time of the analysis are used for installation costs, but long-range 
projected prices are used in evaluating all other costs, including operation and 
maintenance, and for calculating all benefits. 

In evaluating projects or parts thereof where the installation period extends 
beyond 5 years, long-range projected prices are used for all benefits and all costs, 
including installation. 

The price and cost indexes as recommended by the Agricultural Research 
Service and Agricultural Marketing Service in a price pamphlet issued June 1956, 
are used in computing long-term price projections for individual commodities or 
groups of commodities. 

The interest rates used for discounting and computing average annual equiva- 
lent values for benefit-cost analysis on funds invested by the Federal Govern- 
ment is 244 percent. For non-Federal public and private funds, we use the long- 
term borrowing rate likely to be paid by these groups but not less than the Federal 
rate. 

The summary of an economic analysis for a typical watershed shown in attach- 
ment 1 illustrates the mechanics of arriving at a benefit-cost ratio in accordance 
with the procedures described above. 

Paragraph 3 of your August 16, 1956, letter asks for comments and illustra- 
tions dealing with the inclusion and exclusion of secondary benefits from the ben- 
efit-cost ratio. 

As pointed out in the preceding section of this letter, the Department of Agri- 
culture uses only primary monetary benefits in its benefit-cost analysis of water- 
shed protection and flood-prevention projects. We do, however, use secondary 
and intangible benefits in connection with proposals for establishing equitable 
cost-sharing arrangements. Intangible benefits include such items as prevention 
of loss of life, prevention of disease, national defense, sound local and regional 
development, and promotion of the national welfare. It is generally agreed that 
such intangibles are not readily measurable in monetary terms. However, they 
are described as fully as possible in qualitative terms and included in project 
reports so that they may be taken into account in determining the wisdom of 
proceeding with the proposed project. 

In connection with secondary benefits, there has not been developed, to date, 
a generally agreed-upon set of principles, criteria, and sound procedures to evaluate 
in monetary terms all types of secondary benefits. However, in assisting local 
organizations in the preparation of plans for small watersheds under the provisions 
of the Watershed Protection and Flood Prevention Act, as amended, we have some 
examples where secondary benefits were estimated and included in the preliminary 
work plans in connection with the determination of equitable cost-sharing arrange- 
ments. These benefits were not included, however, in the benefit-cost ratio. 

The effect of excluding and including these benefits upon the benefit-cost ratio 
is shown in attachment 2. The data in this attachment shows that each of the 
projects was fully justified economically with primary benefits alone. 

This Department, largely through participation in cooperative efforts in inter- 
agency committees, such as the Benefit-Cost Subcommittee of the Federal Inter- 
Agency River Basin Committee and more recently the Evaluation Standards 
Subcommittee of the Inter-Agency Committee on Water Resources, has given 
considerable attention to the benefit-cost problem. These cooperative studies 
have resulted in substantial improvement in the evaluation techniques used by 
this Department. These studies are very well summarized in a report prepared 
by the Subcommittee on Benefits and Costs and entitled, ‘“‘Proposed Practices for 
Economic Analysis of River Basin Projects,’”’” May 1950. For your information, 
a copy of this report is attached. 

In response to the last paragraph of your August 8, 1956, letter, we wish to 
designate Mr. Gladwin E. Young, Deputy Administrator, Soil Conservation 
Service, code 161, extension 4525, as liaison officer in connection with your work 
under Senate Resolution 281. 

Sincerely yours, 


True D. Morss, Acting Secretary. 
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ATTACHMENT 1 


Summary of economic analysis, Cummins Creek watershed, Texas 
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Non-Federal | 





























Item Federal Total 
Total first cost of structural measures. $1, 069, 347 $1, 118, 174 $2, 187, 521 
Average annual costs: ha eaters 
Amortization *.................. : : 37, 703 43, 469 81, 172 
Operation and maintenance --- i i ede 3, 262 3, 262 
Total annual costs__----~..-- 37, 703 46, , 731 84, a 
Average annual benefits: Ti tR LA shoptert Hee Des 
Reduction of floodwater damage_ 64.0565 D le | 146, 490 
Reduction of sediment damage__--.- j 4,077 
Reduction of erosion damage____.._______- Pee <i | 7, 264 
Reduction of indirect damage-._._.-._-..._--- LEP ue. astute | 15, 783 
Benefits from changed land use... ._.._.........--.- ERs tewebietn eid dtd 26, 794 
Total annual benefits. -- eer ° ; 200, 408 
Benefit-cost ratio: $200,408 divided by $84, 434 (total annual | 
benefits divided by total annual costs) eased ws | 2.37:1 
if 1 The following rates were used to convert first costs to average annual costs (amortization): 3.5258 per- 


cent of Federal share (50-year period) including interest at 2.5 percent on investments; 3.8875 percent of 
non-Federal share (50-year period) including interest at 3 percent on investment. 


ATTACHMENT 2 


Summary of benefit-cost ratios showing the effect of excluding and including secondary 














i benefits 
at : enema - = — — — _ ————— — — — eae 
Lacomas | Chimacum 
Item | Creek Creek, | Saar Creek, 
tributaries, Wash. Wash. 
| Washington 
| F pwr a, 
Benefit-cost ratio excluding secondary benefits: } 
Average annual primary benefit $100, 737 | $48, 650 $33, 277 
Average annual cost. -.............-.- Pe i 28, 485 | 11, 055 7, 025 
Benefit-cost ratio__.__........-. 3. 8:1 | 4. 4:1 4.7:1 
Benefit-cost ratio including secondary benefits: | 
Average annual primary benefit. _ __. $100, 737 | $48, 650 $33, 277 
Average annual secondary benefit 41, 500 11, 381 13, 530 
Total average annual benefit____._._.._...._.....-.-- 142, 237 60, 031 | 46, 807 
IN Pik oie oes dts sce i ee cocci 28, 485 11, 055 7, 025 
Ih a histeniietnemnibinn 5:1 5. 4:1 6. 7:1 








Exarsit 10 
CoMMENTS OF STATE OFFICIALS AND NONGOVERNMENTAL ORGANIZATIONS 


Comments have been received from officials of the States of California, New 
Mexico, North Dakota, Oklahoma, Washington, and Wyoming. 

Comments also have been received from the Upper Colorado River Commission, 
composed of representatives of the States of Colorado, New Mexico, Utah, and 
Wyoming. 

Comments have been received from 12 organizations. 

A summary of the comments follows: 


STATE AGENCIES AND OFFICIALS 


The Catirognia STATE DEPARTMENT OF WATER RESOURCES advised- 

1. Favor uniform water-project evaluation, however, Congress has not carried 
out such a course of action. 

2. Examination of reports show need for improvements and uniform application 
of rules and standards. A proper evaluation of project requires balanced con- 
sideration of benefits and costs measurable in monetary terms and values not 
measurable in monetary terms. 


tt 
i 
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3. Public interest in water-resources development extends over wide range and 
include economic opportunities for growing population, strengthening resources 
base, preservation of fish and wildlife. Many projects are largely responsible for 
settlement of large areas and protect others. 

4. Merits of competing projects and selection are usually best accomplished by 
benefit-cost method, however ratios do not reflect intangible benefits and/or intan- 
gible detriments and if projects are authorized which do not have favorable ratios 
reasons should be shown. 

5. Financial feasibility is final consideration for selection of project. Reim- 
bursable projects should be repaid within reasonable time. 

6. Projects should be evaluated on current basis and again at time of appro- 
priation requests. 

7. A manual should be prepared and adopted by Congress to establish proce- 
dures appropriate to economic evaluation of proposed projects. The manual 
should define ‘project,’ “benefits,” ‘primary benefits,’ ‘“‘secondary benefits,” 
“intangible benefits,’’ and ‘economic costs.” 

8. In general, favor adoption of separable costs-remaining benefits method of 
cost allocation. 

9. Repayment study should be an integral part of a report. Cost studies 
should exclude all nonreimbursale costs but include all reimbursable items. Should 
exclude appropriated funds expended for investigational purposes. Costs of reim- 
bursable functions should be repaid in 50 years. 

10. After repayment ability, willingness is determined, then surplus power of 
municipal water resources could be used to assist in repaying irrigation costs. 
Object to use of ‘Collbran formula.” 

11. Do not object to recommendations of Presidential Advisory Committee 
that there be formed ‘‘Water Resources Committees,” ‘Interagency Committee 
on Water Resources,’ ‘Coordinator of Water Resources,” and “Board of 
Review of Water Resources.” 

12. Approve section 3 of Senate Resolution 281 which recommends simplifica- 
tion in technical and administrative routing and review procedures. 


The Cotorapo River Boarp or CALIFORNIA advised that— 

1. Agree that standards and overall criteria for evaluating water projects should 
be established. 

2. Object to use of interest component of power revenues toward repayment of 
costs of irrigation and the introduction of the so-called Collbran formula 
whereby payment of part of irrigation features would be deferred until cost of 

ower features have been repaid and then power revenues used to repay irrigation. 
ff irrigation projects are needed badly enough to justify a subsidy, then such 
subsidy should be fully disclosed. 

3. Clahaaen has by piecemeal legislation for specific projects caused a trend 
away from established policies and standards. Even though Congress has stated 
that these should not establish a precedent, Federal agencies have applied to 
other projects those principles contained in specific projects. 

4. When the two committees of the Senate have drafted standards and overall 
criteria, an opportunity should be provided all local, State, and Federal agencies 
to submit comments thereon. Congress should clearly define functions and field 
activities of Federal agencies dealing with land and water resources development 
so as to prevent overlapping. 

5. Suggest a board of experts on land and water resources development might 
be of assistance in setting up standards and criteria and might create the inde- 
pendent Board of Reivew which could assist. 

6. Agree in principle with section 4 of Senate Resolution 281, and believe that 
to cover all types of water projects and criteria should be uniformly applied. 

7. Agree with objective of section 3 of Senate Resolution 281 to the extent that 
planning and review should be simplified but does not agree that it can be shortened 
in all cases without sacrificing effective participation by all concerned. 

8. Believe that A—47 was necessary in absence of uniformity of standards. 

9. A—47 generally is sound although needs some clarification or minor amend- 
ments with Congress lending greater weight through force of law. 

10. Power of selecting projects should be in hands of Congress. 

11. The weight of intangible and of secondary and indirect benefits, which 
might make one project preferable over another even though both were equally 
sound or ennui from.a purely financial. standpoint, should be in the hands of 


Congress. Do not believe that this should result in elimination of review and 
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comments by proper executive arm of the administration. It is proper for execu- 
tive branch to analyze all benefits; however, the selection of projects should be 
based primarily upon direct benefits. 

12. The report of December 22, 1955, by the Presidential Advisory Committee 
is useful in achieving purposes of Senate Resolution 281. Favor independent 
Board ‘of Review. 





The New Mexico State ENGIneer recommended that— 

1. Authorize projects in depressed areas if improvements increase standards of 
living even though analyses indicate inabilty to fully repay construction charges. 

2. When justified by economic and social consideration projects necessary to 
preserve water users ability to meet Federal obligations should be authorized with 
costs beyond ability of water users being nonreimbursable. 

3. Investigational costs should not be considered in evaluating projects and 
only that portion of the investigational costs which are within the ability of water 
users to pay should be reimbursable. 





The Norta Dakota WATER CONSERVATION CoMMISSION advised that— 

1. Rules during past 8 years have become increasingly restrictive and difficult 
to comply with. 

2. Budget Circular A—47 and others impose more rigid standards for measuring 
utility and feasibility of projects than appears justifiable. 

3. Cost of projects is increasing to extent that a new and more realistic approach 
in estimating economic feasibility is needed. Suggest also that full disclosure of 
all facts and factors be presented to Congress and not decided by administrative 
edict. 

The Garrison Diversion Conservancy District, North Dakota, stated that it 
favors modification and liberalization of existing criteria as set forth in A—47 and 
President’s Advisory Committee on Water Resources Policy so that water re- 
sources projects showing a benefit-cost of less than unity but vitally necessary 
may have benefit of congressional consideration and not withheld by executive 
action. 





The GoveRNor oF OKLAHOMA advised that— 

1. Development of water resources projects requires final consideration by the 
Congress. 

2. It is doubtful that few, if any, projects could meet the stringent requirements 
of the procedures proposed by the Presidential Advisory Committee; and under 
those procedures, the time required to develop projects could well be 50 to 100 
years. 

3. Opposes Bureau of the Budget Circular A—47 and the proposed revision. 

4. Willing to participate in partnership projects, but this is not possible to the 
extent proposed by the Presidential Advisory Committee or Budget Circular A—47. 

5. Endorses the approach of Senate Resolution 281, particularly sections 3, 4, 
5, and 6. 

6. Conservation storage should be provided in all reservoirs constructed by 
Federal agencies. 

7. A national policy on reservoir planning and construction is desirable. 





The DEPARTMENT OF CONSERVATION AND DEVELOPMENT OF THE STATE OF 
WASHINGTON advised that— 

1. Every drop of water should be conserved, and complete development of 
every source of water in United States should be planned. 

2. Congress should reaffirm the sovereign right of States to control the regula- 
tion and use of water. 

3. To devise a plan basic data must be available. 

4. The opportunity exists to set stage for an organization representing all uses 
of water in all parts of the country. 





The State ENGINEER OF WromtiNne endorsed the resolution of the Upper 
Colorado Commission. 
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Uprrer CoLorapvo Commission stated that— 

1. Recognize that Congress has primary responsibility for authorization of 
projects. Recognized need for Congress setting standards and criteria as guides 
for executive departments. 

2. Objects to— 

(a) Coordinator of water resources; 

(b) Independent board of review; 

(c) Regional or river basitr water resources committee; and 

(d) Federal Interagency Committee chairmaned by the coordinator of 
water resources. 

3. Secretarial or other administrative authorization of projects should not be 
permitted except by various small projects acts or in case of national emergency. 

4, Conditionsin Western States have changed and there is probably no remaining 
project fully reimbursable in 40 years. Many projects remain which would be 
economical. 

5. One way in which projects may be economically sound is by participating 
in basin power revenue accounts. Logical to keep power rates at about those 
prevailing in basin with surplus revenues used to assist agricultural economy. 

6. Continue interest-free policy on irrigation development. 

7. Projects should be considered on basinwide basis. Multipurpose projects 
should be planned and developed on basis of maximum future requirements. 
Include water supplies for future use even though firm. commitments has not been 
finally made. 

8. The ratio of total benefits to total costs should be greater than unity. There 
may be instances where individual projects or separable units do not have a 
favorable benefit-cost ratio. Congress may want to take other factors into 
account and authorize projects on the basis of other than monetary consideration. 

9. In the operation of a basin, account projects supported by power revenues 

should pay its own operation and maintenance and at least something toward 
construction costs. 
- 10. Insofar as practicable contracts for repayment of project costs should be 
made repayable over a period of 50 years with an additional development period 
of 10 years if required. Power and M. and I. water projects should repay costs 
with interest. 

11. Recreational benefits should be nonreimbursable. Many times recreational 
benefits have been undervalued. Congress may wish to reexamine these benefits. 

12. State water laws and interstate compacts should be observed. 

13. Program of collection, collation, and interpretation of basic data should be 
accelerated. Review and publication should be made by a single agency. Cost 
should be financed by direct appropriations by Congress. 

14. Circular A-—47 directs that analyses of multipurpose projects be by the 
separable costs-remaining benefits method, considering only direct benefits. 
Although uniformity is desirable, since the method of payment varies by agencies, 
it is important that cost analyses be made by alternative methods and considering 
both direct and indirect benefits where appropriate. The question of whether 
incremental units of a project are justified should be determined by Congress. 

15. Federal loans or financial guaranties should be made to cover costs of 
developing power or municipal water for anticipated needs with contracts being 
made for reimbursement when use occurs. 

16. Concerned about fluctuating level of general investigations suggest perma- 
nent subcommittee of Congress to hold hearings and to formulate following years 
investigational program, 


OTHER AGENCIES, ASSOCIATIONS, AND INDIVIDUALS 


ASSOCIATION OF WESTERN StTaTE ENGINEERS stated that— 

1. Congress should continue to exercise all its constitutional powers to encourage 
land and water resources development. 

2. Developments should be comprehensive and should secure maximum 
utilization. 

3. Number of Federal agencies planning and reviewing projects should not be 
unnecessarily increased and administrative review procedures should be simplified 
and shortened. 

4. Reports to Congress should include evaluations made in accordance with 
criteria established by Congress and should contain the details and results of all 
studies Made. 

5. Executive agencies should not depart from criteria without approval of 
Congress. 
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6. Water policy committee of association is authorized and directed to formu- 
late and submit specific recommendations on standards and criteria to be adopted 
by Congress. 


KASKASKIA VALLEY ASSOCIATION OF ILLINOIS stated that— 

1. All benefits should be evaluated. 

2. Commitment for remibursement for local benefits should not be prerequisite 
to planning or construction of projects. 

3. Determination of benefits should be on a more realistic basis and should 
include recreational, industrial, and municipal and domestic water supply. 


Los ANGELES CHAMBER OF COMMERCE stated that— 

1. Favor establishment by Congress of standards which should be specifie and 
require that distinction be made between national benefits and those which are 
local or benefit individuals. 

2. Recognize inherent equities in partnership approach. 

3. That standards and criteria be submitted for review by concerned local, 
State, and Federal agencies. 

4. Require that report to Congress follow criteria and criteria applied uniformly 
on all projects with detailed analyses included. 

5. That independent board of review be formed for impartial review of all 
agencies reports. 


AMERICAN Farm BureEAvu FEDERATION, ENGINEERS JoINT CouNcIL, Na- 
TIONAL RECLAMATION ASssOcIATION, NATIONAL Rivers AND HaRBors CoNGREss, 
NATIONAL WATER CONSERVATION CONFERENCE jointly recommended: ; 

1. That the present program of basic data collection be accelerated and put ona 
more consistent and definite basis. 

2. That planning be conducted on a cooperative basis with representatives of 
all Federal, State, and local agencies involved. 

3. That a reorganization be adopted to include: Regional or river-basin com- 
mittees, to serve in advisory rather than operating capacities; and a permanent 
Federal Inter-Agency Committee, to serve as the medium for coordinating the 
interrelated functions of Federal Agencies. (Most of the six organizations, in- 
cluding the chamber of commerce, also concur in a recommendation for an inde- 
pendent board of review, established by Congress, to serve both the Congress and 
the President as an impartial economic-engineering consultant on the feasibility 
of Federal projects.) 

4. That the principles which recognize water rights as property rights be ac- 
cepted. (Any study of the relationships between property rights to water and 
the social and economic development, and of the principles and criteria to be in- 
corporated in law regarding such rights, as proposed in the Cabinet Committee 
report, should be conducted by a group composed of Federal and State repre- 
sentatives plus local interests including private industry.) 

5. That no system of relative priorities for use of water be applied uniformly 
to the entire country. 

6. That evaluations of water projects by all agencies be on a uniform basis. 

7. That each major water resource project be separately authorized by Con- 
gress. 

8. That, as a general policy, all interests participate in the cost of water re- 
sources development projects in accordance with the measure of their benefits. 


Cot. H. C. Grex, Consunttinc Enoineer, West Patm Beacu, Fioripa, made 
detailed recommendations as to policies and particularly as to procedures to 
liberalize and expedite the water resource development program. 





McCatu, Parkuurst & Crowe, attorneys, object to report of the»Presidential 
Advisory Committee of Water Resources Policy. 
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NATIONAL RECLAMATION ASSOCIATION advised that— 

1. Congress must have primary responsibility in the authorization of projects 
and opposes assumption of veto power by executive offices or department over 
projects. 

a paengeees must set policy and standards and executive branch can only recom- 
mend. 

3. Congress should set standards and criteria and evaluation of projects should 
be based on uniform standards and criteria. 

4. Economic justification of a project should be generally expressed in terms of 
benefit-cost ratio and should include direct, indirect, and public benefits. Ratio 
should not be only criteria for justification. 

5. The evaluation period for estimating benefits and costs should be the 
economic life of project or 100 years whichever is less. 

6. Cost allocations on multipurpose projects should reflect equitable distribution 
and single purpose projects all costs obviously should be charged to that purpose. 

7. Repayment on other than irrigation should be within 50 years. Irrigation 
repayment period should be fixed by Congress but in no event longer than the 
useful life of the project. Power and municipal and industrial water costs should 
be repaid with interest and costs of irrigation should continue to be repaid without 
interest. 


The Northwest Public Power Association expressed opposition to present criteria 
for cost allocations, and specifically to their application to McNary Dam and 
powerplant. 


WarTeR Resources AssociaTED stated that— 

1. Geological Survey should through direct appropriation publish basic data 
collected by itself and other agencies. 

2. Federal Government should recognize paramount rights of States to water. 

3. Waterways should be toll free. 

4. When a State, political subdivision, or any public agency acquires right to 
use water from a Federal reservoir it should be permanent. 

5. Reject taxes-foregone theory. 

6. Fair market value rather than loss-of-income system should be used for 
establishing land values. 

7. Federal Government should not withhold aid to a local agency in develop- 
ment of a project for power, municipal, and industrial water supply merely on the 
assumption that if it is economically sound it can readily be financed by sale of 
securities. 

8. Local beneficiaries of local flood protection works should only be required 
to furnish right-of-way, relocate roads, bridges, etc., and assume legal liability 
for construction and operation and maintenance. 

9. Multiple-purpose reservoir should be planned and developed for future 
maximum requirements. 

10. Economic feasibility should include value of falling water. 

11. Benefits from flood storage including land enhancement values should be 
nonreimbursable. Reservoirs larger than those authorized under Public Law 1018 
shall not be constructed as local protection works. 

12. Repayment contracts should generally be for 50 years, plus a 10-year 
development period. However, repayment period should always be finally 
determined by the Congress. 

13. Recreational benefits should be used in determining feasibility. 

14. Interest rate should be computed on the basis of average interest rates 
payable by the Treasury on obligations not callable for 15 years. 

15. Reports should include all costs which permit realization of benefits. 

16. Benefit-cost ratios should be computed on basinwide basis including 
authorized and existing units. 

17. Approve of section 111 of H. R. 12080. 

18. Suggest use of sections 205 and 206 of H. R. 12080, with some modifications, 
in setting up standards. 

19. All agencies should ‘use sithilar ‘standards in setting up costs and benefits. 

20. Congress should make it clear that it retains primary responsibility for 
authorizing projects and the Bureau of the Budget should not delay submitting 
reports to Congress. 

21. Oppose creation of Coordinator of Water Resources. 

22. Oppose creation of an Independent Board of Review. 
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The Arkansas Basin Development Association, Inc., the Connecticut River 
Valley Flood Control Association, H. C. Gee, consulting engineer, submitted 
comments similar to those made by Water Resources Associated. 





EXHIBIT 11 
PRESIDENTIAL ADVISORY COMMITTEE ON WATER ReEsouRcCES POLicy 
SUMMARY AND MAJOR RECOMMENDATIONS 


A sound water policy must look toward an adequate supply of water for our 
people, prevent waste, reduce water pollution to its lowest practicable level, pro- 
vide means for the best and most effective distribution of water, improve naviga- 
tion, and take steps to check the destructive forces of water which destroy land, 
property, and life. There are many different problems in different areas. It is 
neither practicable nor desirable to have only Federal responsibility There is no 
single “national’’ water problem. 

It is recommended: 

1. Basic data—That the present program of basic data collection (such as 
rainfall, streamflows, and hydrology) be accelerated, and be programed and car- 
ried out on a more consistent and definite basis (sec. 1). 

2. Planning.—That planning for water resources and related developments 
be conducted on a cooperative basis with representatives of all Federal, State, 
and local agencies involved; and that this joint participation be continuous from 
the beginning in order that plans and projects developed assure the best and most 
effective use and control of water to meet both the current and long-range needs 
of the people of a region, State, or locality, and of the Nation as a whole (sec. 2) 

3. Organization.—That an organization plan be adopted substantially as fol- 
lows (secs. 2 and 3): 

(a) The position of Coordinator of Water Resources be established to provide 
the Presidential direction to agency coordination and to establish principles, 
standards, and procedures for planning and development of water resources 
projects. 

(b) An independent Board of Review be created to analyze the engineering 
and economic feasibility of projects and report to the President through the 
Coordinator. 

(c) Regional or river basin water resources committees be formed with a per- 
manent nonvoting chairman appointed by the President and with membership 
composed of representatives of all Federal departments and States involved. 

(d) A permanent Federal Interagency Committee, advisory in character, on 
Water Resources be established under the chairmanship of the Coordinator com- 
posed of principal policymaking officials of the agencies concerned. 

4. Water rights —(a) That the principles which recognize water rights as prop- 
erty rights be accepted. That determinations as to disposition of water recognize 
such rights. 

(6) That a study be made by the Federal Government in collaboration with 
State and local entities to determine the relationships between property rights to 
water and the social and economic development of the Nation and the area, and 
of the principles and criteria which should be incorporated into Federal, State, 
and local laws regarding rights to the appropriation and use of water that would 
assure its best and most effective use and at the same time encourage maximum 
participation by all parties concerned. 

(c) That States enact legislation regarding the ownership and right, purpose 
and place of use of underground water. 

(d) That formation of interstate compacts where appropriate be encouraged 
(see. 4). 

5. Priority of use of water—That no system of relative priorities for use of 
water should be applied uniformly to the entire country (see. 5). 

6. Evaluation.—That evaluations of water projects by all agencies be on a 
uniform basis, requiring balanced consideration of all benefits and costs which 
can reasonably be measured in dollars, as well as consideration of other values 
not readily expressed in monetary terms (sec. 6). 

7. Authorization.—That each major water resources project be separately 
authorized by the Congress (sec. 7). 

8.Cost sharing—(a) That, asa general policy, all interests participate in 
the cost of water resources development projects in accotdance awith the measure 
of their benefits; that the Federal Government assume the cost of that part 
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of projects where benefits are national and widespread and beneficiaries are not 
readily identifiable; that power and municipal and industrial water users pay the 
full cost of development; that where projects are primarily local, and the bene- 
ficiaries are clearly identifiable, the Federal Government’s contribution should 
be limited, with non-Federal interests bearing a substantial portion of the con- 
struction costs of the project as well as the replacement, maintenance, and 
operation costs; and that under certain conditions the Federal Government may 
bear a higher proportion of the costs (sec. 8). 

(b) That the Federal Government encourage non-Federal assumption of 
responsibility for construction of water resources projects by such means as the 
payment of costs which would have been nonreimbursable had the projects been 
federally constructed, and the making.or guaranteeing of loans to non-Federal 
interests for certain purposes under proper safeguards (sec. 8). 
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